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SUMMARY 


The economic policy introduced in Germany in the middle of 1948 by the monetary 
reform and the return to a price mechanism is discussed and severely criticised by 
Prof. Thomas Balogh, in the study: ” Germany: an Experiment in Planning by the 
« Free » Price Mechanism”. The decisively controversial position assumed by Prof. Balogh 
in regard to the prevalent line of thought on this complicated matter, is summarised by 
the A, at the beginning of his article in the following points: 


1) little if any of the improvement in production can be attributed to the decontrol 
measures; it was mainly due to the restoration of money economy after the system of 
blackmarket barter which had evolved during the chaos following the collapse of the 
Nazi regime; and to the sudden increase in American supplies; 


2) the iniquitious formulae adopted for the currency reform resulted in a violent 
increase in social inequality; the simultaneous decontrol measures and the repeated 
regressive tax-reforms have not merely further aggravated social injustice and irres- 
ponsibility but also caused a flight into spending and goods to escape liabilities; 
consequently an open inflationary pressure made itself felt; consequently; 


3) as there were no means left to canalise demand towards innocuous uses, harsh 
general measures had to be taken to cut demand generally; 


4) employment therefore could hardly be increased, and unemployment mounted 
rapidly despite hugely increased imports and the consequent disapperance of bottlenecks 
which prevented fuller recovery before the currency reform; 


5) the productive effort of the country is far below its potential capacity; such 
productive effort and especially investment as exist are to a considerable extent mis- 
directed towards luxury consumption and investment; the mass-basis of German industry, 
on which its competitive power depends, has been undermined; any effort to recreate 
it will involve a serious crisis, the inevitability and gravity of which will be increased 
with the passing of time; 

6) the weakness of the balance of payments despite the savage deflation practised 
shows the total irresponsibility both of the Government which encourages the inflation 
of higher incomes, and of their owners who recklessly consume it; the position is 
further aggravated by a large scale capital flight; the foreign viability of the country 
cannot be restored by present policies; 

7) the social iniquity, the inability to distribute the war burden over the whole of 
the population; the failure to settle the refugees and absorb the unemployed, inevitably 
favour extremism; the fear of Russia and the memory of the fake-prosperity under the 
Nazis will, if a thorough change of present policy is not enforced, unquestionably drive 
the Germans into a dangerous political impasse which might imperil the peace of 
the world. 


**# * 


The article by Prof. Sergio Steve ” Fiscal Policy and Italy’s Economic Develop- 
ment” links up with the more recent literature in the field of fiscal theory; the relations 





between fiscal policy and the size of national income. In the framework of this theo- 
retical trend, the A. considers the part that should be played by an active fiscal policy 
for promoting the development of Italian economy, and more especially the recovery of 
the depressed and backward areas of the South. In this connection, he stresses a 
structural feature of the Italian economy, where we find side by side highly industrialised 
regions, whose problems are similar to those of mature economies, and extensive back- 
ward and depressed areas. Prof. Steve observes that while this situation does not allow 
of the application of policies elaborated for mature economies, neither does it present 
the difficulties met with in countries in the early stages of industrialisation, as the 
different aspects of Italian economy might find profitable opportunities for cooperation 
and integration in a nation-wide programme of economic development. 


* * * 


The article ” The Economic Integration of Western Europe”, by Prof. Francesco 
Coppola D*Anna, is not a further description of the obvious reasons for which European 
Union is a necessary foundation for the salvation of the Old Continent. Leaving on one 
side the easy field of wishful anticipations, the A. examines the historical problems 
involved in the realisation of this proposed Union and illustrates fully its serious and 
complex nature, viewed from the economic and political standpoints. The position he 
takes up is far from being a negative one, but it is critical of the too hasty and doctrinaire 
approaches made, even in some official circles, to the consideration of a matter that 
requires a thorough understanding of the risks, the losses, the uncertainties, and the 
renunciations it would involve, and therefore calls for an extremely cautious and slow 
action. 


* * * 


” The Balance-Sheet of the Bank of Italy”, by Dr. Livio Magnani, describes the 


nature and consistency of the several items on the balance-sheet of the Bank of Italy, 
as they have developed in the past ten years, during which economic vicissitudes have led 
to important alterations in its construction. 


* * * 


” Contributions to the Understanding of Contemporary Economics’’, by Prof. Fede- 
rico Caffé, is a review of three important volumes published in the last few years by the 
American Economic Association. The A. gives an account of the frequently contro- 
versial reactions aroused, more especially by one of the volumes, « A Survey of Con- 
temporary Economics». Summarising the views of some eminent writers (Stigler, 
Robertson) on the development of economic science in the last decades, the A. considers 
that some of the remarks expressed are unduly pessimistic and seem to him unjustified 
by the present state of the science. In his opinion, the volumes reviewed make an 
important contribution to the understanding of contemporary economics and they point to 
the lines along which it is evolving, in a direction which coordinates theoretical analysis 
with practical testing. 


The Banca Nazionale del Lavoro assumes no responsibility for opinions or facts stated by authors 
whose contributions are published in the present Review. 

All communications regarding the Review should be addressed to Banca Nazionale del Lavoro, 
Ufficio Studi, Roma, Via Vittorio Veneto 119. 


Editor: Dott. Luict Certani - Ufficio Studi, Banca Nazionale del Lavoro 
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Germany: an Experiment in Planning 


by the “Free,, Price Mechanism 


by 


THOMAS BALOGH 


The example of the Western German ex- 
periment in decontrol coupled with severe 
monetary deflation is freely quoted in support 
of «planning by the price mechanism » (1). 


(1) Cf. especially Professor F. A. Lutz, The German Cur- 
rency Reform and the Revival of the German Economy, 
« Economica », May 1949, and Professor Haperter, Economic 
Aspects of a European Union, « World Politics », July 1949. 
«Another even more striking, indeed a truly spectacular example 
of what can be achieved by liberal economic policies, is the 
amazing improvement that has taken place in Germany since 
June, 1948. At that time and at one stroke repressed inflation 
was removed by a drastic currency reform and the suffocating 
system of controls inherited from the Nazis, which had held the 
economy in a deadly grip, was swept away ». These opinions 
are particularly remarkable in view of the severe criticism ex- 
pressed by both authors of the policy of balanced controls as 
pursued in Britain and the Scandinavian countries (e.g. Pro- 
fessor Hazerter, Dollar Shortage? in S. Harris Foreign Eco- 
nomic Policy for the U.S., 1949, and Some Economic Problems 
of the European Recovery Programme, « American Economic 
Review », September 1948; also Professor Lutz, The Marshall 
Plan and European Economic Policy, Princeton University Essays 
in International Finance No, 9 (Spring 1948). They attributed 
the dollar shortage to the perverse attempt of European coun- 
tries to live beyond their means and indulge in — repressed — 
inflationism, presumably to be treated by monetary panaceas 
similar to those practised in Germany, irrespective of the conse- 
quences internally and for the world economic system, H, MEN- 
DERSHAUSEN, (Prices, Money and the Distribution of Goods in 
Postwar Germany, « American Economic Review », June 1949) 
of the Federal Bank of New York, takes a much more balanced 
and sceptical view. 

Much more serious is the fact that the representatives of the 
British Labour Government in the Military Government of Ger- 
many, especially the heads of the financial and economic admi- 
istration, expressed during their terms of office, and perhaps 
even more freely after their resignation, unqualified enthusiasm 
for the policy pursued (¢.g. Sir Cec. Weir, Economic Develop- 
ments in Western Germany « International Affairs », July 1949). 
The British Labour Government could not impose its domestic 
policy on the body of policy-makers abroad who were less expo- 
sed to publicity and whose decisions and policies had no imme- 
diate domestic impact (cf. my book The Dollar Crisis, esp. Chap- 
ter 3 (d), The Executive and Planning). This failure was much 
more important than the inevitable but sporadic intellectual and 


It is said that the currency-reform, which put 
a sudden end to the state of « suppressed 
inflation » by annihilating excess purchasing 
power, together with the abolition of controls 
decreed simultaneously, has achieved a new 
«economic miracle». The abolition of food 
subsidies combined with a reduction of direct 
taxation is said to have restored incentive and 
increased initiative lacking in controlled eco- 
nomies. The play of the price-mechanism, it is 
argued, has provided for an « economic » use 
of resources which planned systems are unable 
to achieve and thus sped recovery. The Govern- 
ment is precluded from unbalancing the bud- 
get by law and has no say in credit policy. 
Thus it cannot indulge in inflationism. The 
rate of interest is once more restored to its 
rightful place as the main director of invest- 
ment. Western Germany, it is said, shows the 
resilience and effectiveness of the « free market 
mechanism ». 

In this paper these claims will be critically 
examined (2); and the view will be put for- 
ward that: 


moral weakness in the lower personnel connected with the dif- 
ficulty of recruiting a large body of administrators at a moment 
when reconstruction at home demanded and offered splendid 
scope for talent. The uncertainty of tenure — which could have 
been avoided — however, immensely increased this difficulty 
This failure of the Labour Government is not unique in the 
history of Social-Democratic administrations, Its lessons must 
be learned by those movements who wish to combine political 
with economic freedom and stable material progress, 

(2) It might, perhaps, be added that no extraordinary fore- 
sight was needed to discern in advance the inevitable results 
of the policy criticised. Cf. e.g. F. Burcnarpt and K. Martin 
Western Germany and Western Reconstruction « Bulletin of the 
Oxford Institute of Statistics» Vol. g No, 12; also several 
letters of mine to « The Times », 1946. 
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1) Little if any of the improvement in 
production can be attributed to the decontrol 
measures; it was mainly due to the restoration 
of money economy after the system of black- 
market barter which had evolved during the 
chaos following the collapse of the Nazi regime; 
and to the sudden increase in American sup- 
plies; despite these favourable factors the rate 
of increase in production did not at any time 
show any appreciable acceleration over the 
figure reached in 1946-47; 


2) the iniquitous formulae for the cur- 
rency reform adopted by the Military Govern- 
ment, contrary to German and Allied advice, 
resulted in a violent increase in social inequality 
as contrasted even with the Nazi period, amidst 
increased poverty; the simultaneous decontrol 
measures and the repeated regressive tax-reforms 
have not merely further aggravated social 
injustice and irresponsibility but also caused 
a flight into spending and goods to escape 
liabilities; consequently an open inflationary 
pressure made itself felt; consequently, 


3) as there were no means left to canalise 
demand towards innocuous uses, harsh general 
measures had to be taken to cut demand 
generally; 

4) in consequence employment could 
hardly be increased, and unemployment mount- 
ed rapidly despite hugely increased imports and 
the consequent disappearance of bottlenecks 
which prevented fuller recovery before the cur- 
rency reform; the standard of life of at least 
60 per cent of the population is still below 
decent standards amidst the wild display of 
luxury; 

5) the productive effort of the country is 
at least 20 per cent below its potential capacity; 
such productive effort and especially investment 
as exist are to a considerable extent misdirected 
towards luxury consumption, the creation of 
palatial hotels, restaurants, movies and shops 
and industries catering for them; the mass-basis 
of German industry on which its competitive 
power depends, at tolerable standards of life for 
the workers, has been undermined; any effort 
to recreate it will involve a serious crisis, 
the inevitability and gravity of which will be 
increased with the passing of time, as the eco- 
nomic structure is now adapting itself to the 
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present — in the long run intolerable — pattern 
of the distribution of national income; only a 
carefully co-ordinated reversal of the present 
policy would enable Germany to escape an 
intensification of her economic malaise; 


6) the weakness of the balance of pay- 
ments despite the savage deflation practised 
shows the total irresponsibility both of the 
Government which encourages the inflation of 
higher incomes, and of their owners who reck- 
lessly consume it; the position is further ag- 
gravated by a large-scale capital flight; the 
foreign viability of the country cannot be 
restored by present policies; 


7) the weakness of the Trade Unions due 
to the currency reform does not merely prevent 
the restoration of a more decent social unity 
and equity but will imperil the future increase 
of productivity, as large-scale investment does 
not pay at the present low relative level of 
wages and high rates of interest; 

8) the social iniquity; the inability to 
distribute the war burden over the whole of 
the population; the failure to settle the refugees 
and absorb the unemployed inevitably favour 
extremism; the fear of Russia and the memory 
of the fake-prosperity under the Nazis will, if 
a thorough change of present policy is not cn- 
forced, unquestionably drive the Germans into 
a dangerous political impasse which might 
imperil the peace of the world. 

It will be contended that these features of 
the German position are not the consequences 
of the special problems confined to that country. 
They have a general bearing on the question 
of decontrol in all impoverished countries de- 
pendent on trade with an unstable world eco 
nomic system. On the contrary, the German 
« experiment » would have resulted in an open 
vicious inflation and breakdown in, ec. g. 
Britain and the Scandinavian countries because 
the Trade Unions in those countries would not 
have accepted this harsh reduction of their 
standard of life in favour of a tiny minority; 
and their resistance would have led to 4 
monetary collapse. 


I. - The productive performance. 


1. — In trying to comprehend and _ assess 
the economic development of post-war Ger- 











many the first and basic fact to remember is 
the failure of the Allied air-attack on Germany 
to destroy or even seriously impair her in- 
dustrial productive potential (3). Subsequent 
destruction by land fighting was more serious 
but still did not impair the industrial power of 
Germany. The frightful devastation of the 
centres of the cities and the loss of a priceless 
architectural heritage and the undermining — 
so far as a large part of the population was 
concerned — of the basis of civilised life should 
not lead to an overestimate of the effects on 
machines which are less destructible. This is 
the price exacted by a false economic and 
military intelligence, and the muddled strategy 
of the Air Force commanders who mistakenly 
claimed successes in order to obtain a greater 
allocation of war material. The failure — not 
incomprehensible — to admit this fact was one 
of the main reasons for the blunders of the 
Allied Military Government in dealing with 
the German problem. 

It is, of course, impossible to arrive at an 
accurate estimate of the intact or easily repaired 
overall post-war German productive potential. 
Taking into account the rapid expansion in 
industrial investment just prior to the war — 
raising the level of output about 20 per cent 
between 1936 and 1938 (4) — which continued 
well into 1943, we might put the maximum 
which could be achieved on the basis of repairs, 
rather than new investment, at between 110 
and 125 per cent of the 1936 production which 
has been taken as the basis of most post-war 
German statistics. By introducing a multiple 
shift system and concentrating production on 
more efficient plant it might be even larger — 
provided manpower were available. 


2. — This estimate of course refers to a 
maximum utilisation potential of a rationally 


(3) Cf. for a detailed survey, unparalleled in war economic 
history, The Effects of Strategic Bombing on the German War 
Economy, « U.S, Strategic Bombing Survey », 1945, and for a 
concise summary, N. Katpor, The German War Economy, « The 
Review of Economic Studies » 1945/46, pp- 33-52. The captured 
Secret Nazi figures disclose an unsuspected large excess in Ger- 
man productive capacity especially in machine-tools at the out- 
break of the war. The subsequent air-raid damage at 6 %4 per 
cent only wiped out part of the continued war-time increase. 
Bombing Survey op. cit., Pp. 45- 

(4) Cf. my article on The National Economy of Nazi Ger- 
many, « Economic Journal », 1938, 
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integrated and repaired productive system of 
the physical composition in existence in the 
Western German territory. In fact the success- 
ful switch of the bombing offensive from 
carpet-bombing to target attacks, the terrible 
upheaval of the population of the whole of 
Europe (5) due to ruthless Nazi pressure-gang 
recruiting of labour and their immediate 
reaction to liberation and, not the least, the 
disintegration of the administrative machine, 
left this imposing potential at the end of the 
war in complete chaos. 

The most important physical bottlenecks 
constricting production were the absence of 
transport and coal. Most of the bridges had 
been destroyed, the lines and roads broken or 
damaged. Locomotives and rolling stock were 
out of action. The canals were cut and the 
ships and barges sunk. In the coal industry 
manpower had largely disappeared (6). Those 
who remained were old or undernourished with 
disastrous effects on productivity: production 
fell from 11.4 million tons per month in 1938 
to under 3.0 million tons in 1945. As a large 
portion of this was needed to maintain coal 
production, transport and essential demand in 
Allied countries, allocations to German industry 
were even more sharply cut. Moreover the dis- 
solution of the Nazi administration left the 
country cut into a large number of almost 
autarkic districts. The military administration 
were unwilling to permit any movement of 
goods for fear of denuding the area under their 
control without assurance of replacement. 


3. — Given this unparalleled situation the 
first phase of reconstruction, carried out mainly 
under direct military control, and primarily 
from the viewpoint of military needs, was re- 
markably successful. Table I shows the move- 
ment of the general index of production. 

It is seen that, apart from the disastrous 
winter of 1947, production steadily increased. 
In two years, 1946-47, it was doubled. It must 
moreover be borne in mind that, as production 


(5) At the end of the war 7.13 million foreign civilians and 
prisoners of war were in the German labour force, representing 
37-6 per cent of the manpower of all priority works (including 
mines). « Bombing Survey », op. cit., pp. 34-35. 

(6) From 425,000 in 1944 to 266,000 in 1945. Transport 
problems prevented the distribution of over 2.3 million tons 
of coal stocks in 1945. 
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of the basic materials expands, the allocations 
to marginal uses can be increased more 
than proportionally. With increasing produ- 
ction, moreover, a greater variety of products 
come to the market and an increasing pro- 
portion can be allocated to investment, 7. ¢. 


OFFICIAL INDEX NUMBERS OF PRODUCTION, 1946 AND 1947 
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50 per cent, almost exactly equal to that of the 
first period. In view of the cumulative easing 
of bottlenecks the performance can hardly be 
considered as miraculous. It still leaves Ger- 
many as the sole country in Western Europe 
well below the pre-war level, which in view 


Taste I 


(1938 = 100) 








Quarterly index 
% change on previous quarter 


repair which reintegrates into the productive 
structure output capacity of disproportionately 
high effectiveness. Until the stock of easily 
repaired fixed capital is exhausted recovery 
should proceed at an accelerated rate. 


4. — Most commentators — especially Ger- 
man and Allied officials — claim that the de- 
control measures, the « freeing » of the price 
mechanism, have resulted in a_ spectacular 
increase in German production and product- 
ivity. They point to the sudden availability of 
goods, especially of more durable consumers’ 
goods, after decontrol. Nevertheless the extent 
of this miracle is considerably exaggerated. This 
view also hides certain essential features of the 
German development. German production has 
undoubtedly increased since the currency re- 
form. But this increase was far less than the 
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of what has been said in 1) ought to have been 
attained and surpassed. 


5. — This is not the whole story. German 
statistics before the so-called currency reform 
have been even more inaccurate than they are 
at present (7). Current German statistical 
information is merely falsified in those bran- 
ches where a certain measure of control is still 
retained, z.¢. coal, steel, and agriculture and 
perhaps housing, and also in those branches in 
which a possibility exists of exporting capital, 
either through a falsification of returns, or 
through the so-called western gap in collusion 
with foreign interests. If the extent of this 
falsification is still important it can, of course, 
not be compared with the suppression of truth 
practised before the currency reform for reasons 
of speculative (black-market) gain. It has been 
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published statistics suggest, and at a rate which 
was not appreciably higher than that achieved 
previously. The crude figures are shown in 
Table II. 

As can readily be seen the overall increase 
in these two years was unchanged at just under 


+ 27.9 


71 74 75 
+ 10.9 
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+ 16.4 + 4.2 + 2.4 + 8.0 


| —_ 

IV | I 
| 
| 
| 


shown by the unexpected volume of hoarded 
goods which were thrown on to the market 
immediately after the currency reform that the 
authorities were completely unable to verify 


(7) This is accepted by such a biassed observer as Professor 
Lutz (op. cit., p. 133). 
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their own statistics. In certain branches of 
industry the understatement might have 
amounted to as much as 50 per cent of total 
roduction. The general index of production 
as published, however, should be increased by 
anything up to 15-20 per cent in order to get a 
truthful view of the position. This correction 
should now be reduced to anything between 
5-10 per cent; and probably nearer to the 
lower figure. Thus, if we amend the official 
statistics, the index number of roughly 50 
(1936= 100) for the first quarter of 1948 should 
be modified to 60 while the index for the first 
quarter of this year of some 84 need probably 
not be increased to more than 88-90. Thus the 
increase in production is only 50 per cent 
instead of 70 per cent. This compares with an 
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talked about, however, is due to the fact that, 
while the progress since June 1948 was suddenly 
made manifest to tourists, progress before the 
currency reform was carefully and malevolently 
concealed with the intent of making illegal 
pecuniary gains. To the superficial observer 
riding down the streets in a car the change 
must indeed have been miraculous (9). 


6. — It would, however, be unjustified to 
attribute even such improvement as has taken 
place entirely, or even mainly to decontrol, as 
is very often done by interested quarters. 
It must be borne in mind that the beginning 
of that experiment in the middle of the year 
1948 coincided with other momentous changes 
in Germany which permitted the diversification 
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| 
Amended index, 1938= 100 . " 51.6 57.8 


° 


% change on previous quarter J + 4.9 


increase from some 40 (8) to 60 in the year 
before the currency reform. The withholding 
of production was especially flagrant in the 
half year prior to the currency reform. The 
similarity between the productive performance 
in 1947 and 1948 is spurious: the winter of 1948 
was particularly mild. The main factor holding 
back German production in 1946-47 was the 
unavailability of coal. Once coal production 
increased the supplies available to German in- 
dustry expanded in geometric proportion as 
export and other basic needs did not increase 
equally. 

The amended production index gives a very 
different picture (see Table III). 

There is no doubt, of course, that German 
tecovery was maintained and important ad- 
vances were achieved. The miracle so often 


(8) Amended from 33%. Cf. U.N.O., E.C.E. Report on the 
Prospects of Europe, 1948 p. 3. 


of production which has .so impressed out- 
siders. Among these factors the most important 
are: 

(a) the increase in coal production as a 
result of the deliberately planned and selective 
incentive scheme, which could and should have 
been introduced much earlier. Coal output 
increased from an average of 5.9 million tons 
in 1947 to 7.2 million in March 1948 and 
apart from a slight relapse remained consist- 
ently high. The allocations to the German 
home market increased by some 40 per cent; 


(b) this was combined with a very mild 
winter which reduced coal consumption and 


(9) It is significant that the measure proposed by the Social 
Democratic economic expert, Agartz, that the Trade Unions 
should be associated in the control of factory in-puts and out- 
puts, the only means by which we could have effective secured 
control, was disallowed by the British Military Government, 
having been passed by several of the provincial Parliaments of 
the British Zone, Cf. below Section II (4), 
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left a much greater part for the marginal in- 
dustrial use (10); coal allocations to industry 
more than doubled; 


(c) at the same moment industrial im- 
ports which had been moving well below 
$ 10 million per month in 1947 rose precipitately 
to almost $ 70 million in June 1948. They 
steadily increased since and reached the level 
of some $ 140 million in December 1949. 
The imports of raw materials expanded sixfold 
in spite of the recurrent incapacity to take full 
delivery of Marshall Aid, due to the monetary 
policy pursued, to which we shall return. 

The importance of these factors has been 
overlooked even by observers who are not 
sympathetic to the present trend of economic 
policy in Germany. 


II. - The“background of the currency 
reform. 


1. — We have demonstrated that the rate of 
physical recovery has not been materially in- 
creased by the fundamental changes in Allied 
policy after the rupture with the Soviet Oc- 
cupation Authorities and the launching of a 


quasi-autonomous German Administration. 
The increase in production can easily be ac- 
counted for by the decisive expansion of Allied 
help to Germany, the expansion of coal sup- 
plies, and the consequent disappearance of 
bottlenecks and the restoration of a money 
economy. 

It could be argued, however, that such 
recovery, as had been witnessed prior to the de- 
control of the economy, had spent its force (11), 


(10) To characterise the extent of the black market which 
went on in the guise of legitimate consumption one might give 
the example of the Reichsbahn (State Railways), Efficiency in 
coal utilisation increased by something like 20 per cent from 
one month to another showing the extent of the earlier pilfering 
and misappropriation. 

(11) Throughout the period when the Allied authorities 
were directly responsible for the economic policy in Germany 
they blamed the Potsdam Agreements on reparations and the 
level of German industry on the one hand, and the refusal of 
the Soviet Occupation authorities to permit free movement of 
goods between East and West on the other, for the failure of 
their efforts to restore German production more quickly. 
Western public opinion was only too eager to accept this expla- 
nation which was espoused by independent experts (e.g. Lord 
Beverice in « The Times », August 1946, and my rebuttal of 
his thesis). In actual fact the Potsdam level of industry was some 
7o per cent of the 1936 level of production, i.e. some 100 per 
cent above the level of production in 1946, This alone should 
have been sufficient to refute this excuse. The complaint about 


that what is now described as « planned » eco- 
nomy was constricting any further effort, and 
that it led to a maldistribution of available 
products through black-markets and a steady 
reduction of economic life to a state of barter, 


2. — There is some force in these arguments, 
Germany since 1945 possessed no full monetary 
system. The rédle of the German Reichsmark 
which the victors found in Germany was 
restricted to obtaining the wholly insufficient 
food rations (other goods were no longer 
supplied in regular rations) and to the 
payment of legal claims. The effective means 
of exchange for all other purposes was the 
cigarette and to some extent conserves. But the 
most varied barter transactions flourished, not 
merely between private persons but also between 
firms and their employees (12). The distributive 
machinery thus completely broke down and an 
immense effort was needed by everyone to 
obtain the necessities of life which could no 
longer be purchased against money. The cre- 
ation of any sort of acceptable currency, under 
any conditions, would have represented an 
immense gain. The fact cannot be strongly 
enough emphasised, however, that this increase 
in productive and distributive efficiency would 
have resulted from amy currency reform. If the 
population has accepted the appalling injustice 
of the new regime without disorders, this can 


the refusal of the Soviet to release surpluses, especially agricul- 
tural surpluses, was hardly better founded, The loss of the 
Eastern Territories to Poland and Russia, the agrarian reform, 
the loss of capital equipment and deliveries to the Soviet occupa- 
tion armies reduced and depleted supplies on the one hand, and 
the increase in the population due to the removal or flight of the 
German inhabitants of the East increased demand. There was 
thus no agricultural « surplus ». Nor could it be expected that 
the Russian occupation authorities would be more willing to 
supply the Western Zones without any counter-value, than the 
Western Zones to each other prior to their unification. The 
Western Zones were not able to offer anything because of the 
low level of their output. The obstructionism of the Russian 
authorities in other matters and the increasing tension between 
East and West made an objective appraisal of the position, and 
therefore timely remedial measures, exceedingly difficult. The 
violent fluctuations in U.S, official opinion from the « pasto- 
ralisation » plans of Mr, Morgenthau and the ensuing directive 
not to aid German recovery to the sponsoring of Jaissez-faire 
and the cessation of all reparation payments and lifting of all 
restrictions (and more recently insistence on planning) did no 
contribute to the objective handling of the German problem. 

(12) For a good description, cf. H, MENDERSHAUSEN, Pricts, 
Money and the Distribution of Goods in Post-war Germany, 
« American Economic Review », June 1949, esp. pp- 647-658. 
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be attributed to the lessened strain in obtain- 
ing its meagre share of necessities. In com- 
parison to the previous position almost any 
change represented an improvement. But this 
fact must not be used to defend the particular 
form of currency reform and the coincident 
decontrol. 

The Allies drifted by omissions rather than 
by positive mistakes into this appalling res- 
ponsibility. The fact that they took over and 
operated (and to some extent extended) the 
mechanism of direct control introduced by the 
Nazis before and during the war contributed 
powerfully to the myth that they attempted and 
failed in «economic planning». This myth 
will long bedevil economic policy on the Con- 
tinent in general and in Germany in particular, 
immensely increasing the difficulties in the way 


of effective recovery and of independence from 
Marshall Aid. 


3. — It is usual to blame the breakdown of 
the monetary mechanism on « suppressed in- 
flation », on the existence of a vast volume of 
liquid purchasing power in the shape of bank- 
notes and bank deposits accumulated as a 
result of the finance of rearmament and war 
expenditure, combined with the decision of the 
Allied powers to continue the price and wage 
stabilisation decreed by the Nazis in 1936. Most 
people had ample financial resources. Hence 
they had no incentive to work or to sell goods 
against money, the volume of which had lost 
all relationship with output as a result of the 
total collapse of production. The British Autho- 
rities, apparently, wished to remedy the position 
by permitting a rise in prices (while holding 
wages) (13). The U.S. Authorities on the other 
hand elaborated a comprehensive plan, the so- 
called Colm-Dodge plan. This would have 
eliminated the old currency and banknote cir- 
culation by establishing a new currency. At the 
same time it would have equalised the incidence 
of losses and burdens through a capital levy, 
mortgages on physical assets, and through issu- 
ing bonds to those who as a result of the war 
had suffered damage. Pending decision on 
these controversial matters the Western Allies 


(13) Kuorstock, op. cit., p. 278, CHAMBERS, op. cit., p. 373- 
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— unlike the Soviets — did not block even 
bank-balances (14). This failure further con- 
tributed to the abundance of purchasing power. 


4. — At the same time the Western Allies, 
especially the British, pursued a policy of 
financial rectitude unparalleled in any country 
of Europe in the early period after the war. It 
was the economic consequences of this Treasury 
orthodoxy run amok which, though seldom 
discussed, wrought even greater havoc with the 
restarting of production, with incentives, than 
the failure to grapple with the monetary pro- 
blem proper. Despite the almost complete 
stagnation and the appalling misery in their 
Zone which should have necessitated substantial 
social service expenditure, the British Military 
Government brusquely balanced the budget of 
its provinces. This necessitated an increase in 
direct and indirect taxes. As the rich had un- 
blocked reserves and were adept at tax evasion, 
the real burden of new taxes fell on the poorer 
classes whose direct tax liabilities were deducted 
at source (15). Thus the incentive to labour was 
completely destroyed. The small amount which 
remained of wages after tax had been deducted 
was completely insufficient to sustain life. 
Hence black-marketeering was made even more 
attractive. Indeed few could afford not to take 
off time from their own profession to earn or 
obtain food or other supplies. So far as entre- 
preneurs were concerned the maintenance of the 
wartime prices resulted in serious losses as their 
costs rose sharply with declining output. It 
would have been unjustified to let prices rise as, 
with increasing output, costs per unit would 
have fallen again. A rise in prices would have 
led to wage demands and thus unnecessarily 
to an open inflation. In order to avoid losses, 
however, subsidies would have had to be paid. 
This the British Administration refused. Thus 
the German entrepreneurs had a direct interest 
either to limit production or to divert it to the 
black market. At the same time the British 
Authorities vetoed a bill which would have 
associated the Trade Unions — which had a 
direct interest in preventing the misappro- 
priation of supplies, as this decreased legal 


(14) CHAMBERS, Op, cit., Pp. 371. 
(15) Cf, « The Times », June 18, 1946. 
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rations — with the supervision of deliveries. 
A more effective combination of measures 
stultifying their own aims could not have been 
consciously invented by the representatives of 
a Government which domestically successfully 
(if with some vacillation) applied a policy of 
balanced control and secured a new and im- 
portant role to the Trade Unions (16). The 
contrast could hardly be sharper or more in- 
comprehensible. In the French and U. S. Zones 
price control and financial policy was some- 
what laxer. Moreover those Zones were much 


less industrialised and therefore less dependent 
on outside goods supplies. Conditions in those 
Zones were, accordingly, better. 


III. - The currency reform and its social 
consequences. 


1. — After the rupture with the Soviets and 
the breakdown of the Quadripartite Control of 
Germany the Western Allies proceeded to 
enforce a reform of the currency in their own 
Zones (17). At the same time they granted some 
autonomy to the German Central Economic 
Administration which they had _ established. 
On this pretext they refused to contemplate the 
German picture as a whole or to deal with it 
as a whole. The equalisation of the terrible 
losses suffered by some as a result of the war, 
plans for which had been elaborated and which 
carried the approval of a substantial majority 
of the population, were abandoned. Nor were 
measures taken to prevent the hoarders of goods, 
i.e. those who had flouted the orders of the 
Occupying Powers, to reap a reward and 
escape the burden of the currency reform. The 
prestige of the victors was damaged beyond 
repair. On the pretext of not wishing to 
interfere with « internal » German affairs they 
restricted themselves to what they pretended to 
be a « neutral » « expert’s job » — the reform of 
currency. In actual fact, this « neutral » act 
inevitably represented a violent anti-social 
redistribution of German wealth and consum- 
ing power, rewarding and elevating the least 
worthy elements in the community. It is un- 


(16) cf. my essay on Tha Dollar Crisis, Oxford 1949. 
(17) The U.S, and British Zones had already been com- 
bined. 


fortunately true that these are in the main also 
the classes which, because of their rabid pan- 
German nationalism, were in active collusion 
with Nazism and repeatedly became a menace 
to the world. 

The main features of the currency reform 
are easy to sketch: 


A) The German National Debt was alto- 
gether wiped out. This meant a reduction to 
penury without redress for the small saver 
worse even than experienced after the Great 
Inflation of 1922-23 when some compensation 
was granted. It also represented a deadly blow 
against charitable institutions and the Trade 
Unions whose means had been compulsorily 
invested in Government bonds — at a time 
when there was more need for their strength 
than ever before. 


B) A new currency was created, under 
a series of laws promulgated in June 1948 (18). 
It was issued : 


(a) to all holders of the old currency. 
Private individuals received a per capita allot- 
ment of 40 new Deutsche Marks (DM) against 
the same amount of the old Reichsmark (RM) 
and a further DM 20 was granted subsequently. 
Business firms were granted DM 60 per em- 
ployee on the same basis. The old currency 
deposited and the bank deposits including 
savings deposits were blocked. Their subse- 
quent conversion was undertaken at what ap- 
peared to be a ratio of 1o RM:1 DM. But this 
is deceptive. First of all the first personal 
currency allotment was debited against the 
deposits in the ratio of 10:1. This wiped out 
the first RM 540 of each individual’s remain- 
ing money. Moreover only 5 per cent of the 
original amounts deposited were immediately 
released. The remaining 5 per cent was once 
more blocked and the last currency law issued 
in October 1948 wiped out 70 per cent of this 
blocked deposit and provided that a further 
Io per cent could only be used for investment 
in bonds. Only 20 per cent (or 1 per cent of 
the old Reichsmark surrendered) was released. 
The conversion rate varied between 1:1 in the 


(18) Cf. « Federal Reserve Bank Monthly Review », Septem 
ber 1948, for a detailed description. 
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case of people having Jess than 60 RM and 
somewhere between 10:1 and 15.3:1 in case 
of the better to do with liquid funds of over 
RM 600. This second confiscation, decreed 
four months after the original reform, had 
further disastrous consequences on confidence, 
while the existence of blocked deposits en- 
couraged the starved consumers to «blow » 
their first allotments freely on wasteful pur- 
chases. They did not realise the full impli- 
cations of the reform and hoped that more 
money would be forthcoming than it actually 
did. For this additional complication, the Mili- 
tary Government, which carried through the 
reform in stages, instead of making the whole 
scheme known at once, bears all responsibility; 

(b) the Military Government and public 
authorities were given cash allotments; the 
banks whose assets had disappeared (as a result 
of the cancellation of the National Debt and a 
reduction of all private debts in the ratio 
of 10:1) were in part given cash allotments 
and in part State bonds. 


Altogether in July 1948 the free German 
monetary supply had been reduced to just 
below DM 10 billions. Of this DM 5.5 billions 
were « new » cash allotments (subsequently in- 
creased to DM 6.9 billions) and DM 3.0 billions 
represented the conversion of the old currency 
(this expanded to DM 5.8 billions). In ad- 
dition DM 1.4 billions new credit was created. 
This contrasts prior to the reform with roughly 
RM 119 billion banknote circulation and a vast 
amount of bank and savings deposits. 


2. — The social consequences of this revolu- 
tionary convulsion of the monetary structure of 
Western Germany were immense and immen- 
sly lamentable. We have already pointed out 
that a large proportion of the total German out- 
put had been either misdirected into the black 
market or hoarded. Once the break between 
the Four Powers made a unilateral currency 
reform in the Western Zones inevitable the 
hoarding of goods assumed scandalous pro- 
portions. It accounts for the drop in the official 
index of production. These stocks of goods 
had been paid for by old marks. Once the 
currency laws came into effect these goods 
were thrown on the market. 


The rest of the population with their newly 
issued money were confronted with goods long 
sought after, but hitherto carefully hidden. An 
orgy of spending broke loose; fantastic profits 
were made. Many entrepreneurs were able to 
convert their money wealth of old marks into 
new marks instead of a 100:7 on a 100:100 or 
even better basis. The liquidation of this mass 
of hoarded goods prevented an immediate 
breakdown of the new currency, swamped by 
the increase in the velocity of circulation. 
Equally important in this respect was the 
restraint of the trade unions which, in face of 
price increases, did not insist on higher wages. 
(The loss of the greatest part of their monetary 
reserves as a result of the currency scheme 
should, however, account for a considerable part 
of this restraint — in fact they became impo- 
tent), This spending spree transferred much 
the greatest part of the newly created money in 
the hands of a relative few and, in the main, 
of the antisocial class of hoarders and specu- 
lators. This had momentous consequences 
which go some way in explaining the present 
distress and unemployment in Germany. 

Even so-called reputable firms have greatly 
benefited by the method of currency reform 
adopted by Military Government. Nothing 
shows this more clearly than the tremendous 
stock exchange boom which developed once 
decontrol, fiscal amnesty and the success of the 
anti-dismantling propaganda permitted the 


entrepreneurial class to admit their gains (see 
Table IV). 


Taste IV 
SHARE PRICES 


(in percent of nominal capital, December 1949) 





| July 1948 sao 


Basic industry 
Engineering and metals . 


27.86 
| Other manufacturing . 


64.16 
43.55 | 

| 

| 


62 51 


43.52 72.33 


3. — It has been argued for the Military Go- 
vernment that they were not responsible for this 
regrettable aggravation of social inequality and 
reward for lawlessness. They had given in- 
structions to the German Economic Admi- 
nistration to work out a scheme of capital loss 
equalisation through the imposition of a capital 
levy and distribute the burden fairly. In fact 
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it should have been known to the Governors 
that it would not be easy for the Germans to 
evolve, far less to carry out, a comprehensive 
plan; and that in any case the German Govern- 
ment (which they had helped to put into power) 
was far too dependent on, and favourable to 
the entrepreneurial classes who were the main 
gainers in the disorder and would not speedily 
agree to such a complicated scheme. More- 
over, if such a scheme was not agreed upon 
by the Military Governors under the pressure 
of a simultaneous currency reform, its sub- 
sequent enactment (no longer spurred on by 
imperative need of agreement on the reform) 
was bound to be menaced by disagreements 
among the Allies. Even an intermediate re- 
form, providing for ad hoc relief — not com- 
pensation — for those who lost all (Germany 
never had a war damage insurance fund) has 
been held up for months by the Allies. The 
British, somewhat illogically, wished to exempt 
the German firms in Allied ownership from 
all consequences of the equalisation of financial 
burdens. The failure to enact the scheme im- 


mediately has in fact prevented any effective 
subsequent action. With the passing of time 
not only the psychological but also the equity 


and economic basis of redress vanishes. The 
profiteers have been given an opportunity to 
secure their gains or at least utilize them 
through conspicuous expenditure. Through the 
wholesale decontrol this spending was translat- 
ed into a distortion of the productive structure 
which has no justification and the readjustment 
of which is yet going to cause additional 
suffering. 

Moreover with the smashing of control the 
equalisation of burdens would seriously inter- 
fere with the maintenance of day-to-day eco- 
nomic activity. The Allies thus have wittingly 
or unwittingly beggared the middle-classes and 
the workers just as they had been robbed by 
the Great Inflation after the first war. The in- 
stability of the German social system has ir- 
remediably been intensified. The eventual po- 
litical consequences cannot be estimated. The 
sole if unflattering excuse for the Allied policy 
is that they were unaware of the consequences 
of their own actions, 


IV. - Decontrol and « inflation ». 


1. — Attempts have been made in the U.$, 
in Britain and on the Continent to argue tha 
« planning » cannot provide the « optimum) 
allocation of resources, as a Central Authority 
cannot either gauge the needs of the community 
or arrange the vast economic combination of 
productive factors (19). It is suggested that 
«free play of supply and demand on uncon. 
trolled markets » will automatically perform 
this vital task. The German Economic Adnmi- 
nistration officially (20) put forward this ex. 
planation in defence of its decision to decree 
an immediate decontrol of most (21) commo 
dities. 

This rather ingenuous argument ignores 
several vital qualifications which have been 
known already by the classical school of eco- 
nomics at the beginning of the XIX Century 
and which have been further elaborated by 
Professor Marshall and his neo-classical suc- 
cessors. The two most important of thes 
qualifications are of special relevance to the 
post-war position in Germany. First of all it 
is evident that the price mechanism can work 
satisfactorily only if the distribution of money 
resources is equitable. Otherwise the « ration- 
ing by the purse » will merely reflect injustice 
and resources will be misdirected towards the 
supply of inessential but effective demand while 
urgent needs remain unsatisfied. We mus, 
moreover, assume that consumers are aware of 
all relevant facts and that their decisions are 
not influenced by irrational considerations (e. g. 
prestige to be won by conspicuous waste), caus 
ing diseconomies of consumption. 

Secondly, and hardly less important, there 
must be no material disequilibrium between 
the existing pattern of demand and supply, for 
the market mechanism is an exceedingly tardy 
and imperfect means of readjustment, and if 
supply is scarce speculation is bound to lead 


(19) Prof, Eucxen, in « Economica », August 1948. 

(20) D. E, Kaurmann, in « Frankfurter Wirtschaftspolitik ’, 
March 1949. 

(21) Some price controls of which rents, basic foodstuffs 
and raw materials were the most important were retained. 
Rationing or allocation was also continued on most of thes, 
but in practice was either not or only extremely laxly enforced, 
Consumer rationing was altogether abolished early in 195% 
except for petrol, the frecing of which was vetoed by the Allied 
High Commission. 
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to an aggravation of the unbalance, In that 
case, moreover, price movements are likely to 
have the result of choking off demand rather 
than increasing supply. The doctrine on which 
the eulogy of the price-mechanism is based 
presupposes perfect competition and the ab- 
sence of uncertainty. It disregards moreover 
the social cost of readjustment. 

But the concept of shortage is itself am- 
biguous. Apart from certain goods, the demand 
for which does not increase, or even falls, as 
income increases, shortages will depend not 
merely on the state of supply, but also on the 
level of demand, 7.¢. national income and 
spendable liquid reserves. The theoretical ar- 
gument showing that rationing decreases en- 
joyment as compared with that obtained from 
the same money income at identical prices 
without rationing is incontrovertible. It neg- 
lects, however, the fact that in the absence of 
controls it might not be possible to maintain 
the same level of money income without lead- 
ing to a rise in prices and/or to worsening of 
the balance of payments. If the demand for 
certain commodities must be reduced, and the 


demand for those goods is very intense, the 
general lowering of incomes required in order 
to achieve the desired cut in consumption 


might have to be very sharp. In order to 
dispense with rationing and other physical 
controls, money resources will have to be made 
the narrowest bottleneck in the economy. In 
the short run, when resources cannot be shifted 
without undue social cost, the abandonment 
of controls might have to be paid for by sharp 
unemployment, or at least the under-employ- 
ment of resources which at the margin do not 
absorb factors of production in proportion to 
the outlay, ¢. g. entertainment, travel, etc. 

To give a physical illustration: if someone 
were to desire to dry up part of a lake, he 
could put up a cofferdam and pump out the 
water behind it. The water in the lake would 
tise, but if the sides of the lake were well 
buttressed, nothing catastrophic would happen 
and the operation could be accomplished with 
the least physical disturbance to neighbouring 
areas. If the same undertaking were to be 
attempted by a lowering of the level of the 
water in the lake, enough would have to be 


pumped away to leave the area enclosed by the 
cofferdam dry. It would be an accident if 
other land would not lie above the level of the 
strip to be drained. If so, it would get parched 
in the operation, whether we want it or not. 
The lesson is plain. 

If viewed from this angle the reputed lack 
of subtlety of direct controls does not appear to 
be so great as compared with general financial 
controls. In a country such as Germany 
which has been sundered by the cold war and 
lost the balance of its productive structure, 
and which depends on foreign trade to the 
same extent as Britain, this consideration is of 
special importance. Controls over production 
and consumption represent the most effective 
and flexible means of imposing selective pres- 
sure, equivalent to localized deflation, on in- 
dustry without incurring the need for a general 
cut in incomes, causing unnecessary hardship 
and unemployment. It wil] be possible to isolate 
internal purchasing power from interfering 
with the export drive in individual essential 
exports industries. It will be possible to cut the 
consumption of certain goods which most 
depend on relatively expensive imports. It will 
be possible to concentrate on those lines of 
production in which success in exports is most 
likely, without having to curtail expenditure 
and employment unnecessarily in others. By 
direct controls demand can be cut to fit in with 
productive or import-export bottlenecks, and the 
resulting excess demand directed to innocuous 
uses, i.e. uses which do not absorb additional 
factors of production, e.g. entertainment and 
travel. 


2. — The second and even more serious 
objection to decontrol in European countries, 
especially in Germany, is that the war and its 
aftermath has unbalanced the productive struc- 
ture and the readjustment can proceed only 
slowly. If an attempt is made to cut demand by 
general measures to fit in with the narrowest 
bottleneck, this will result in unemployment 
elsewhere, and, what is even more important, 
it will necessitate a decrease in investment, i. e. 
a decrease in the rate of progress and in par- 
ticular in the rate at which a balance of the 
productive structure can be achieved. Controls 
can adapt demand to the existing productive 
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structure, using the latter to the full. General 
monetary measures cannot accomplish this task, 
hence cannot guarantee a high level of invest- 
ment and full employment. 

The fact is sometimes quoted against the 
use of controls that they maintain « artificially » 
a structure of production which has become 
inappropriate. This is perfectly true, but does 
not constitute an argument against controls. 
Adaptation is bound to be slow as has been 
shown in the inter-war period. While main- 
taining full employment, special steps must be 
taken to promote readjustment. But nothing 
is gained by imposing a general deflation. This 
will retard the emergence of a new equilibrium 
as it discourages investment generally. Con- 
trols are therefore far less inimical to an 
adaptation of the economic structure to a new 
situation than the free working of the price 
mechanism. If disinflation does not cause 
large-scale unemployment, the pressure on in- 
dividual firms seems hardly adequate to force 
them to engage in an all-out price struggle 
which would further worsen their position. It 
is more likely to strengthen the trend towards 
tacit or explicit restrictive practices. Instead 
of reorganization, standardization, and new 
investment in order to increase productivity, a 
cut in wages is surely more likely in a period 
of deflation and unemployment. Thus the 
main aims of all economic policy would be 
Vitiated. 


3. — Finally we come to the problem of de- 
termining the rate of progress. Classical theory 
postulated that an optimum distribution of 
resources will take place not merely as be- 
tween alternative uses, but also between current 
consumption and accumulation, by the inter- 
play of supply and demand on the capital 
markets. This view disregards not only that 
the rate of savings will depend mainly on the 
level and distribution of national income, but 
also that individuals, when making their de- 
cisions cannot be in possession of all relevant 
facts — especially long run considerations — 
and even if they were cannot be certain (except 
in the case of self-finance) that their decision to 
save will become effective and not be frustrated 
by the failure of investment to balance savings 


decisions. The claim of the adherents of free 
market economics that the mechanism auto 
matically establishes a unique position of equi- 
librium and secures an optimum rate of pro 
gress has been proved fallacious by modem 
economic theory. 

The decision as to the rate of progress mus 
be taken collectively, having regard to the 
relevant factors affecting the community as a 
whole, and with due consideration not only of 
national problems but also of international pros 
pects. It seems essential, therefore, not only 
to reserve the decision on the rate of saving to 
the community as a whole, acting through 
constitutional channels, after due discussion of 
the relevant issues, but also to render this 
decision independent of the distribution of the 
national income. It would be intolerable if 
the need for quicker progress should result in 
enforcing a greater inequality of income 
distribution so as to bribe the rich into saving 
— having first increased their conspicuous 
spending — as actually happened in Germany 
by deliberate policy. Both aims would, however, 
require the maintenance of direct controls. If 
the second is to be attained, savings will have 
to be either collective, 7.¢. through a budget 
surplus, or collectively enforced, 7. ¢. by mainte- 
nance of rationing. A budget surplus alone, 
however, would not guarantee that a degree 
of dissaving would not ensue, sufficient to 
reduce net savings below the rate desired. 
Moreover, the increase of the rate of taxation 
beyond a certain point is likely to have un- 
favourable effects on incentive, though the 
inter-relationship is more complicated than is 
usually assumed. It can be, and has been 
argued, that rationing by diverting excess pur 
chasing power towards innocuous uses has the 
same disincentive effect as taxation. While, in 
the one case net income after taxation i 
reduced, in the other the range of choice of the 
commodities or services for which the income 
can be used is restricted, i.e. income is made 
less attractive. It has been shown during the 
war, however, not only in Britain but also » 
Germany, that the public regarded taxation 
measures, including forced saving, as a greater 
deterrent than the lack of opportunities © 
spend. The argument which assumes that 4 
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restriction of choice immediately decreases ef- 
fort also seems to imply that only the middle 
classes have any desire for accumulating reserves 
for retirement or against unexpected contin- 
gencies. This may be so, but no proof as yet 
has been furnished that this is in fact the case. 


. — These considerations seem to apply 
with unparalleled force to the German position 
in the middle of 1948. 

The currency reform reduced the greater 
art of the German population to penury. 
Especially those whose property consisted of 
money claims, or had been destroyed or lost 
because of their flight or expulsion from their 
domicile, were in the direst straits. On the 
other hand the relatively favourable personal 
allocation of the new currency encouraged an 
irrational light-heartedness which permitted the 
hoarders to amass huge fortunes in the new 
currency. The fear of possible subsequent 
redistributive measures induced the latter to 
camouflage and dissipate their gains as speedily 
as possible. In consequence an inordinate wave 
of secondary luxury spending manifested it- 
self and also induced large-scale investment in 
its supply. 

This concentrated demand was confronted 
with a highly unbalanced supply. The German 
economic system ever since the recovery from 
the Great Inflation of 1923 was based on a 
mass-consumption demand and standardisation. 
The exigencies of the rearmament and war 
further strengthened this development. It was 
now suddenly left without this basis. The devas- 
tation of working class districts resulted in the 
channelling of such demand as the workers 
still had primarily towards food and clothing. 
On the other hand the destruction of the shop- 
ping centres left the luxury demand without 
means of satisfaction. A careful combination of 
direct and fiscal control could have prevented 
the emergence of such vast inequality in effec- 
tive demand. Illegal commodity hoards should 
have been taken over. Capital gains and the 
equalisation of war losses ought to have been 
dealt with before any readaptation of the cur- 
tency took place, Priority ought to have been 
secured for essential building operations. This 
would have restored the mass-basis of German 
industry and prevented a distortion of the Ger- 


man productive structure on the basis of the 
wholly temporary and artificial stimulus of the 
once-for-all gains due to the particular form 
chosen for the currency reform. This would 
have been essential even from the viewpoint 
of securing eventually a balance in foreign 
payments as it is unlikely that luxury products 
can find a sufficient market abroad to cover 
a substantially increased need for imports. 
The Allied Authorities had already prior 
to the currency reform permitted a substantial 
rise in certain basic material prices, especially 
coal, « to strengthen the budgetary position by 
relieving it of the burden of subsidies » (such 
as they were). This translated itself with a 
certain lag into a general rise in prices. The 
unbalance between supply and demand after 
the currency-reform accentuated the impetus of 


the movement (see Table V). 
Taste V 

PRICE MOVEMENTS 
(1938 = 100) 








Middle of | June | January) Decem.| 
1947 | 1948 | 1949 | 1949 | 
© |}e®!)| eo] e® 
= ——| 


| 
Wholesale prices: | 
| 








123.5| 154.8| 179.6) 
175.6 _ 204.5 | 
| | 


Agricultural prices . 

| Industrial raw materials 

| es 

| Finished products 
Consumers 

| Producers . 


120-125 | 
135-145 | 
. | 190-220 | 
| 150-180 | | 


| 





| 215-240 
| | 
| Cost of living: 
Total (old index) 


| 133.7) 143.3) 
» (new index) 


| 
| 
159 168 | 159 | 
| July) | 
(*) Mendershausen, op. cit., p. 650 on the basis of official 


estimates. 


(>) Report of the Bank Deutscher Lander. 


125.6 





| 
‘| 


Both indices seem to underestimate the 
actual increase in prices partly because of 
incorrect weighting, partly because of the 
biassed choice of the sample (22). The discre- 
pancy between the movement of the price index 
of luxuries which had risen to 400 (1938 = 100), 
clothing, which rose from 200 to 272, and food 
which remained relatively low at around 160 
per cent shows the direction and cause of the 
pressure. 

As may be seen in Table VI, wages in- 
creased much less, though earnings rose more 


(22) Cf. Mitteilungen des Wirtschafts wissenschaftlichen, 
Institute der Gewerkschaften. No. 7. August 1949. 
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substantially, due to a lengthening of the work- 
ing week from 82.5 per cent of 1938 in June 
1948 to 89.7 per cent in December 1948 and 


94.9 per cent in September 1949. 
Taste VI 


WAGES AND EARNINGS 
(1938 = 100) 








June December | September 
| 1948 1948 1949 


Hourly wage . . . i . 150.0 





Weekly earnings . . " J | 143.0 


It should be borne in mind that net earnings 
are very much lower because of the strongly 
regressive character of the German tax system 
which hits the lowest incomes far more severely 
than in other countries, or even in Nazi Ger- 
many. Tax evasion which will be discussed 
below adds to this distortion. These anomalies 
were further accentuated by the Tax Reform 
of the Allies. The reduction in property taxes 
was between 50-66 per cent, and of income 
taxes 33 per cent. Corporation taxes were made 
less progressive. At the same time excise taxes 
were increased. This « reform » was followed 
by further reductions on high incomes decreed 
by the German Authorities. They hoped to in- 
crease « thrift » by increasing spendable incomes. 

The conspicuous luxury spending, the rise 
in prices were taken as « dangerous inflation- 
ary » symptoms, though mass-purchasing power 
remained far below the level which could have 
been satisfied by the German productive system 
if appropriate controls had been applied. This 
led to a severe and prolonged attempt at defla- 
tion from the consequences of which Germany 
still suffers, even though it was insufficient to 
restore (or even encourage hopes for an eventual 
restoration of) the balance in foreign economic 
relations. 


V. - The deflationary decontrol. 


1. — The experts of the Military Govern- 
ment and most foreign commentators (23) were 
exceedingly sensitive to the dangers of an in- 


(23) Cf. especially Professor Haserter (op. cit.) who ex- 
pressed a fear of inflation at a time when unemployment had 
already reached the level of 1 %4 millions or almost ro per cent, 
Professor Lutz complains that the personal allowance was made 


flationary spiral as a consequence of decontrol, 
A series of laws was to guard against « poli- 
tical » interference with the working of the 
« economic » machine. They represent a mix. 
ture of the concepts of the organisation of the 
banking system popularised by President Jack. 
son in the U.S. in the early XIX centuy 
combined with Montagu Norman’s views of 
the role of the Central Bank and pre-191 
fiscal tenets on the management of the budget, 


(a) The German joint-stock branch banking 
system was cut into artificial, « provincial» 
units organised on the basis of « Lander », i.e, 
irrespective of economic considerations. This 
obviously weakened their power of lending and 
resistance against business fluctuations. It also 
further increased the discrepancy between the 
large optimum unit size of industry and the 
size of the units in the financial system. Ina 
country such as Germany, which had under 
gone such varied monetary vicissitudes, this was 
tantamount to imparting a definite deflationary 
bias to the economic system as the capital 
market does not, and for some time will not 
function and one of the, if not the, main 
channels of savings into investment has been, 
if not severed, at least severely impeded. 


(b) The new German Central Bank has 
been given an organisation very much like a 
Federal Reserve Bank (with the difference that 
its «member» banks are the Lander Central 
Banks). There is however no superior Federal 
Reserve Board appointed by and responsive to 
the Government. The Praesidium of the Central 
Bank consists of Provincial « Central Bankers ». 
The institution has not only been made com- 
pletely independent of Government influence, 
but the Government itself has been forbidden 
to borrow except on Treasury Bills of the 
original Goschen type (i.e. merely seasonal 
borrowing which must be liquidated within 


the budgetary period (24). 


(c) Thus the Government, and other public 
bodies, are not merely precluded to use their 


too high and the second release of cash allowances of 1% 
of the original deposits decided upon without justification (0p. 
cit., p. 130). He apparently desires an even greater social 
injustice to make the price mechanism work « optimally » 
(24) Article 28 of the Military Government's Conversion 
Law. Cf. below on a partial modification of this limitation. 
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borrowing powers to smooth possible economic 
fluctuations; they are positively encouraged to 
hoard. A further deflationary bias was until 
recently imparted by the withholding of the 
rapidly accumulating counterpart-funds __re- 
presenting the sale proceeds of the U.S. help 
through E.C. A. and War Department alloc- 
ations. By the middle of 1949 the German 
public corporations had accumulated some 
DM 3,750 million deposits. Though they had 
received an initial allocation of DM 2,380 mil- 
lion this had been fully used in the first period 


when tax receipts were very low (25). 


2. — The incipient rise in prices despite these 
powerful deflationary forces shows clearly the 
grave mistake committed by the decision to 
decontrol before the economic system was 
adapted to the new distribution of effective 
demand (if measures, in addition, were not 
taken to prevent the emergence of a completely 
anti-social and irrationally irrelevant pattern of 
that demand). It also shows the reckless drive 
of the main beneficiaries of the currency « re- 
form» to convert and secrete their gains. 

Nor was the « banking» control very ef- 
fective. The supply of the new demand 
received lavish help. Restaurants, shops and 


CREDIT CREATION 
(million DM) 


Taste VII 








Central Free 
Banks Monetary 


Cumulative | 
Circulation 


1948 July 
August 
September 


| 
| 
| 1339 4 9962 
2378 | 40 11843 
3196 44 14054 
October 3819 42 15281 
November | 4333 113 16415 
December | 4684 114 17308 
| 


1949 January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 


17536 
18073 
18493 
19265 
19787 
20080 
20537 
20969 
21346 


4901 87 
5265 69 
5551 172 
5887 342 
6124 311 
6407 401 
6823. | 314 
7625 239 
8060 264 
8872 259 
9502 232 
9848 447 








1950 January 
February 





ro2z18 | 374 
10604 | 388 


(25) Report of the German Central Bank, October 1949. 


other mushroom establishments catering for 
the luxury trades seem to have been able to 
obtain credit on a liberal scale at a time when 
public corporations were unable and unwilling 
to undertake the socially most urgent re- 
construction work (see Table VII). 


3. — In November 1948 the Central Bank 
decided upon a drastic deflationary policy. 
Characteristically it has been put through with 
a complete lack of discrimination or subtlety. 
The Central Bank increased the legal reserve 
ratios by 50 percent in case of demand deposits 
in cities (26). 

The rate of interest was left unchanged but 
an embargo was put on new credits. Thus the 
main weight of the deflationary pressure hit 
new projects and businesses which had not 
accumulated funds through illegal hoarding of 
goods prior to the reform. The failures which 
resulted hit the new enterprises started by the 
refugees with particular force. This led to 
serious social and political consequences. More- 
over, the tentative and rather blundering steps 
of the U.S. experts to diminish the resurgence 
of collusive (cartels) agreements between entre- 
preneurs and weaken the power of the great 
combines was set to naught. The financially 
strong emerged once more in an unchallen- 
geable position. 

No effort was undertaken, to safeguard the 
position by a skilful reorganisation of the 
capital market. Even within the narrow con- 
fines of a decontrolled economy much could 
have been but was not done to canalise invest- 
ment towards the unquestionably just social 
priority of rebuilding the shattered cities and 
thus restore labour mobility. The fact that a 
large proportion of the refugees from the East, 
among whom, contrary to tendentious pro- 
paganda, a greater proportion was at an em- 
ployable age and skilled than in the rest of 
the population, had to be temporarily settled 
in the less damaged — agricultural — areas 
rendered the solution of this problem even 
more vital economically, socially, and politic- 


(26) The U.S. system of legal reserve-requirements was 
faithfully copied including the differentiation between demand 
and time deposits (the latter initially carrying half the reserve 
requirement of 5 per cent) which even in the U.S. is wholly 
illusory and must be ridiculous in a country like Germany. 
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ally, than it would in any case have been (27). 
Left far from possible places of employment 
they became demoralised. At the same time 
they were a constant irritant to the natives on 
whom they were quartered. No more in- 
flammable social situation can be imagined. 

The prohibition of all loan expenditure by 
the public authorities left only the method of 
organising a quasi-public financial institution 
charged with accumulating or canalising funds 
towards basic reconstruction. An attempt was 
made by establishing the Reconstruction Loan 
Corporation in October 1948. But funds could 
not be obtained in the open market. The use 
of banking funds was prohibited by the German 
Administration with the blessing (and probably 
also active connivance) of the financial ex- 
perts of the Bizonal Allied Authorities. Thus 
until the spring of 1949 and amid growing 
unemployment, no funds were made available 
through this institution. When the Allied 
Authorities slowly began to be aware of the 
true significance of the position, they released 
some of the counterpart Marshall, Aid funds 
to finance the coal-mines and electric power 
development. 


4. — In the absence of any sustaining force, 
and with the exhaustion of the first wave of 
disordered buying and investment, the basic 
deflationary forces asserted themselves as could 
easily have been foreseen (and was foreseen by 
all but the German and Allied official circles). 
The German Trade Unions were impotent to 
prevent a relative worsening of their position 
partly because their funds had been lost through 
the currency reform and partly because of the 
growing unemployment. Thus a further in- 
crease of social inequality took place. The 
share of wages in the net industrial production 
decreased from 50 per cent in 1936, 7. e. under 
the heyday of Nazi rearmament, to 42 per cent 
at the end of 1948. The real purchasing power 
of wages with due consideration to increased 


(27) Out of 47.4 milion total population in September 1949, 
1.35 were unemployed. But out of 7.6 million refugees 0.48 
were without jobs. The proportion is almost three times higher. 
The highest unemployment is recorded in Schleswig-Holstein, 
Lower Saxony and Bavaria, No powers exist to put them to 
work in their present domicile by a considered industrial loca- 
tion policy, 


taxation and social security dues fell to 6065 
per cent of pre-war. 

The ratio of indirect and wage taxes to 
total taxation also underwent a startlingly re. 
gressive change (see Table VIII). 

Taste VII 
TAX-YIELDS IN THE BIZONE, IN MILLIARD RM/DM 
First + re 
1944] 1946/1947 |half of} Year| 
1945|1947|1948| 1949 | 1949) 





Wee@e ww oh & 1.8 | 0.9 
Income tax... . .| 3.3! 2.8/] x2) 
Corporation tax. . . .| 2.5 | 0.6 | 0.7 | 
Property tax. . . . ./ 0, 0.8 | 0.1 
en > 1.6 | 12.7 | 
Duties & excise. . . ./ 2, 2.r | 2.8 | 








A further decrease of the taxes on cor 
porations and higher income earners is con- 
templated to encourage «thrift», though no 
steps have been taken to ensure that the tax- 
remission is in fact invested and not used for 
hoarding, conspicuous consumption or capital 


flight (28). 


(28) Cf. below. The capital flight has been officially esti- 
mated at DM 300-600 million p.a., i.e. about 10 per cent of the 
required, and much higher proportion of actual, savings. 

Cf. ECE, « Report on The Economic Situation and Prospects 
of Europe in 1948 », op. cit.. 

For an estimate of tax evasion the following comparisons are 
instructive: 





in milliards of national 
currency 


} 
| 





Germany Britain 
| 1948/49 =| 1948 
Net national income at factor | 
Se ee 65 9-7 
Direct taxes on income and 
property (incl. corporations 
and including «Lohnsteuer») 





ca. 5-6 (or 7-9%) | 2 (or 204) 
It is also interesting to compare the distribution of the ux 
burden with the Weimar and pre-war (Nazi) statistics : 











1949 
(a) 





11925 1933) 


Percentage on the total of: | 
| 1932) 1939) 


| 
1948/1949 
| 





Indirect taxes ; | 37-3 | 41-3 | 38-7 | 47-3 | 435 
Direct taxes (including | | 

wages tax but excluding | 

local taxes) | 34.4 | 36.4 | 44-7 | 35-6 408 
(a) Including emergency levy. 
Source: Wirtschaft und Statistik, April 1950, p- 26. 


The decline of the importance ot progressive taxes has been 
admitted by the German Central Bank (Monthly Report, Janus 
Ty 1950, p. 12). It should be noted that the taxation on lower 
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5. — The fall in consuming power fur- 
ther contributed to the deflationary spiral (see 
Table IX). 

Taare IX 
EMPLOYMENT AND UNEMPLOYMENT 
(thousands) 


Employ- | Unemploy- 
ment ment 


Vacancies 





1948 31 March 
30 June 
30 September 
31 December 


13204.6 | 
13499.8 

13497.9 | 
13738.8 
13447.3 | 
13488.7 

13604.3 | 


471.8 
451.0 
784.2 
759.6 


757.0 
677.1 
297.2 
225.8 


196.7 


144.6 
127.9 








1949 31 March 
30 June 
30 September 


1168.4 | 
1283.3 | 
1313.7 








To these figures some 200,000 unemployed 
in the Western Sectors of Berlin have to be 
added. It has sometimes been argued that the 
unemployment has been caused entirely by the 
influx of refugees from the Eastern Territories. 
It is, as we have already mentioned, inevitable 
that unemployment should affect the refugees 
much more than the inhabitants. The geo- 
graphic distribution also indicates that the 
influx of refugees was one of the factors affect- 
ing the problem. In Schleswig-Holstein, Lower 
Saxony with 20-30 per cent unemployed, and 
Land Bavaria with somewhat below 20 per 
cent (the territories with most refugees and, 
incidentally, the areas most dependent on 
agriculture) unemployment is a multiple of the 
North-Rhein-Westphalian Land. 

This is by no means the whole story. Em- 
ployment in the earlier part of 1949 fell below 
that registered at the time of the currency 


incomes is higher than in Britain and the progression is less 
steep (cf. « Mitteilungen des W.W.I.», op. cit., No, 3/Il). 
It should also be noted that a far larger portion of the British 
expenditure is on social services (including food subsidies). 
As both the British and the German taxes rise to 95 per cent of 
total income it is clear that a vast portion of taxable income 
escapes fiscal control in Germany, This wholesale evasion of 
taxation is the more pernicious as direct controls no longer 
secure at least a tolerable distribution of the available supplies 
of necessities nor the concentration of the investment effort on 
social priorities. Comparison of tax-rates between Germany 
ind Britain, which are often made to prove the crushing 
burden of taxation in Germany, are in the main irrelevant. 
Effective taxation should be compared. No statistics have been 
made available for the purpose, 

The extent of the tax evasion renders all calculation of the 
national income on the basis of tax returns exceedingly dubious. 
Cf. Mitteilungen op. cit, No. 7. 


reform, and in the winter 1949/50, declined 
some 150,000 below the level of the previous 
year. This, however, does not show the ex- 
tent of the unemployment due to the relative 
fall in demand, to pure deflation. With the 
breaking of bottlenecks and especially with the 
increase in foreign supplies, employment 
should and could have risen automatically much 
further if the monetary factor had not prevent- 
ed it. Moreover the total conceals the fact that 
there was a substantial increase in employment 
in the « non-depressed » areas (though unem- 
ployment also increased) while employment was 
falling fast in the distressed territories 


6. — It is sometimes argued in Germany (29) 
as if the increase in productivity would by itself 
reduce the demand for labour. This of course 
is untrue. The income of those who remain 
employed (or of those who employ them) will 
rise. If hoarding does not then take place and 
is not induced by monetary policy, demand will 
rise and employment will once more expand. 
There is no reason to suppose that Germany is 
yet menaced by stagnation induced by an overex- 
pansion of savings without investment outlets. 
The deflationary pressure is induced by a cal- 
culated policy. 

The change in the distribution of unem- 
ployment between occupational groups is inst- 
ructive (see Table X). 

Apart from white collar workers the bur- 
den is borne by unskilled labourers, building and 
metal workers, workers in transport and agri- 
culture, 7.¢. those in general occupations not 
immediately depending on foreign trade. It is 
noteworthy that employment in agriculture and 
forestry declined about 20°94; there was a 
smaller decline in service trades, woodworking 
and transport. Employment expanded in heavy 
industry, chemicals and consumer goods. This 
alone shows that rationalisation cannot ac- 
count for the bulk of the rise in unemployment. 

There can be no doubt that the influx of 
refugees has caused an awkward geographic 
and economic problem and has increased the 
immediate difficulty of attacking unemployment 
by general monetary measures. The future 


(29) Sometines even abroad, cf. e.g. the instructive article 
by Prof. . W. W. Hetrer. The role of fiscal-monetary policy in 
German Economic Recovery, p. 5- 





Banca Nazionale del 


Taste X 


EMPLOYED AND UNEMPLOYED IN WESTERN GERMANY 
(three Western Zones) 


December 1949; by ocoupational groups, in thousands 





Occupational Groups 


Employed 





horticulture and 
stock-farming . . . . . 
Forestry, hunting and fishery 
Mines and related ocoupations 
Quarrying, ceramics and glass 
Metal production and manufacture 
arid related occupations 
Musical instruments, toys 
Chemicals Vie ee 
Rubber, asbestos and related oc- 
cupations . * * 
Textiles production . ... , 
Paper production and processing 
Leather production and manufac- 
turing, and related occupations 
Wood processing and related occu- 
a oa ao 
Food and stimulants 
Clothing . ae eae 
Hairdressing and other hygienc 
qoccupetioms . 1 1 + 3 
Building and related occupations . 
Graphical occupations oN 
Public and private health occu- 
eee ae ee 
Film production and stage wor- 
kers a 
Hotels, restaurants 
Transport 
Domestic service, etc. . . . 
Unskilled workers of all kinds 
Machinists, stokers, etc. ie jeg 
Commercial, white-collar and ad- 
ministrational occupations 
Engineers and techn. workers 
Other occupations .... . 
Workers without constant occupa- 
tions 


Agriculture, 


Total 








1,007.3 
135.6 
438.2 
158.8 


1,964.7 
8.4 
111.8 


35-0 
335-0 
67.5 


92.0 


477-8 
345.2 
532.9 


91-7 
772-5 
88.6 


62.7 


0.2 
180.7 
1,121.8 
920.8 
1,044-7 
116.7 


2,629.5 
302.6 
502.7 


10.3 


3,556.2 





Un- 
employed 


113-5 
28.4 
9-4 
28.4 


181.6 
2.8 
7.2 


3-6 
25.8 
5-1 


76.4 


53-3 
60.2 
65.1 


13.2 
128.2 
5.2 


5.8 


0.3 
40.3 
125.4 
73.9 
198.7 
9-4 


219.5 
30.9 
54:5 


58.8 


1,558.5 


Source: Wirtschaft und Statistik, No. ii, Febr. 1950. 


increase in potential manpower might be 
undoubtedly greater than the present employ- 
ment statistics suggest. The ratio of working 
to total population has sunk abnormally low. 
It should increase again as time passes, as 
prisoners return, and as the young born at 
the high Nazi birthrate enter employment (30). 
Even so, the expansion in the number of 
employables (exclusive of those « set free » by 


(30) Returning prosperity raised most birthrates slightly in 
the late thirties. In Germany, special pro-natal policies raised 
it from 14.7 in 1933 to 20 in 1940. See, F. W. Norestein, The 
Future Population of Europe and the Soviet Union, p. 29. 
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technical progress) should not be more than 
2.5-3 million (see Table XI). 


Taste XI 
WORKING POPULATION 
(in millions) 
| Tota 
: | employ- 
| population | | ment 


| 
| Working | 
| Increase Increase 
of reference 








June 1936. 18.75 17.87 


+ 2.48 + 2,26 


Sept. 1949 . 21.23 20.13 
June 1952 (esti- 


mated . 


+ 1.72 


22.95 21.13 


Total increaes 4.2 3.26 


7. — The German Federal Government as- 
sumes that unemployment will rise by another 
million by the end of Marshall Aid. The U.K. 
offers a comparison. Its unemployment, like 
Germany’s, was concentrated in special areas; 
yet while its population rose by some 3 mil- 
lion between 1936 and 1949, unemployment fell 
from about 2 million to about 300,000. 

The German Government still doubts its 
power to rid Germany of unemployment. 
This scepticism might perhaps deserve respect 
if the Government had already taken financial 
and direct action to concentrate investment on 
two things: promoting employment where the 
unemployed now are, and promoting housing 
where there is already potential employment. 
This has not been done. Here it is well to 
remember a lesson of British experience before 
and during the war — that where there is 
heavy general unemployment all over the 
country, many people who would move if only 
jobs drew them, will stay where they are. 
There is a very fluid frontier between « struc- 
tural » and « deflationary » unemployment. 


8. — If more proof is needed of the impor- 
tance of deflationary pressure in causing unem- 
ployment (?.¢. reversible unemployment) it 1s 
provided by a further analysis of the changes 
in employment. In 1949, during the period 
of active deflation, the increase in unemploy: 
ment was proportionately sharpest in industrial 
areas. In the Rhineland it amounted to about 
100 per cent, while in the « refugee » or « dis- 
tressed » areas it was less than 70 per cent. The 
shrinkage of unfilled vacancies was continuous 
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and more marked in the industrial than in the 
distressed areas. As between industrial and 
distressed areas we can also compare the rate 
of increase of unemployment in different oc- 
cupations. The comparison shows the usual 
signs of secondary shrinkage: the consumers’ 
industries depending on the earning power of 
the workers were heavy sufferers in the dis- 
tressed areas. On the other hand, the increase 
in employment in the « expanding » industries 
in the depressed areas was decisively less than 
in the more « normal » areas. This shows that 
by now the cumulative deflationary process has 
gone some way. 


VI - Attempts at reversing the trend. 


1. — The increase in unemployment and the 
cessation of the cumulative increase in most 
prices led somewhat belatedly to a partial rever- 
sal of the deflationary policy in 1949, without, 


RELEASE OF FUNDS Taste XII 
(Million DM) 








Amount Origin 





1949 GARIOA 

1949 GARIOA 

1949 | STEG 

1949 STEG 

1949 GARIOA | 

1949 GARIOA 

1949 ERP 

1949 GARIOA | 

1949 ERP 
| 
| 





1949 ERP 
1950 ERP 
1950 ERP 


From 14. IV. 1949 
to 28. Il. 1950 steel 











(a) Of this DM 20 million have been used for repaying 
20 million DM from G.A.R.1.0.A. which have been released 
on September 26th, 1949. 


Source: Monatsberichte der Bank Doutscher Lander, 
Febr, 1950. 


however, even partial success. Up to April 
1949 none of the counterpart-funds with- 
drawn from circulation — which were accu- 
mulating sharply as the imports of food and 
faw-materials gathered speed (31) — had been 
released. Since that date the releases were made 
at an accelerating rate (see Tables XII and XIII). 


(31) Cl. below. 


USE OF FUNDS Taste XIII 
(in millions) 








| | 


Not yet 
ne utiliond 





| 
OU sk sw 110 23.6 86.4 
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1950 January ... 993 | 622.7 379.3 
February . . . | 1050 799.8 250.2 











(a) In addition, DM 94 mill. were appropriated but not 
released for distribution. 

(b) Including the amount of DM 94 mill. mentioned 
under a), which was, meanwhile, released. 

Source: ibid. 


However, from Table XIV is seen that the 
releases were well behind the in-payments, 
especially in the latter half of 1949 when im- 
ports increased rapidly. 

TasLe XIV 
IN-PAYMENTS AND RELEASES 
(Monthly average in million DM) 








Out-payments 
through Balance 
releases 


| In-payments 


7949 | by importers 





- | 

I quarter 597 | 412.9 
Il » 474.6 $97.9 
Ill » 724.1 504.1 





IV » 890.0 479.0 





The increasing preoccupation of the Allied 
Authorities shows that they began earlier than 
the German Government to realise the conse- 
quences of their policy. 

The balance sheet of the Central Bank 
merely dates the transfer of released amounts 
to the various institutions charged with chan- 
nelling them; this does not necessarily coincide 
with the actual use of these resources in the 
economy. 

Much the most important of these was the 
Bizonal Credit-Institution for Reconstruction. 
The French Zone and Berlin received lesser 
amounts. Of the total hitherto appropriated 
(roughly DM 800 million) DM 246.5 million 
were spent on electricity; DM 231 million on 
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coal and DM 95.5 million on other essential 
industries. Building received only DM 23.7 
million. Futher funds amounting to no less 
than DM 1150 million had not been released 
early in 1950. According to romours they are 
to be utilised to some greater extent to acce- 
lerate housings 


2. — Banking policy was also somewhat 
modified in 1949. Bank-rate was reduced from 
5 to 414 and subsequently to 4 per cent. In 
June the reserve ratios in banking places were 
reduced from 15 to 12% (from 10 to g per cent 
in non-banking places). There was a further 
reduction to 10 per cent (89) in September. 
The ratios on time deposits at 4 per cent are 
now lower than even before the deflationary 
policy was initiated. The embargo on new 
credits was lifted. The expansion of credit 
which had been sharply checked, was once 
more accelerated, though not sufficiently to 
keep the volume of liquid funds in proportion 
to the increase of production. The Central 
Bank consented to finance investment and ex- 
ports in anticipation of repayment by long- 
term funds (either counterpart funds or sa- 
vings) (32). But the amounts were relatively 
small. Nor were the exorbitant effective rates 
of interest (between 9-12 per cent p. a.) lowered. 

The Central Bank, as we mentioned, was 
independent of Government control. Its leaders 
were hagridden by obsolete monetary theories. 
Only after a deflationary pressure made itself 
felt could belated and insufficient action be 
pressed on them (33). Unfortunately the Go- 
vernment itself was none too eager to press 
for such action. The artificially created excess 


(32) In part through the rediscount of the long-term obliga- 
tions of the States which had been issued to banks in connection 
with the currency reform to cover their obligations to the public 
in replacement of the old « Reich » Debt, which had been repu- 
diated. The ceiling fixed by law on advances from the Central 
Bank to the Federal Government was increased and made more 
flexible, 

(33) The division of authority between the Military Govern- 
ment (subsequently the High Commission) and the German 
Government gave ample scope for intrigue and maneuvre for 
the Central Bank. The financial divisions of the Allied Autho- 
rities, moreover, were manned by « Experts » whose opinions 
did not seem to be justified by up to date economic theory, In 
the case of the U.S. the grave shortage of manpower and the 
rapid expansion of the foreign economic service (E.C.A. etc.) 
played an important role, 


in supply (through a deficiency in demand) 
justified further decontrol measures. Any wea- 
kening or reversal of this policy would pos- 
sibly have shown that decontrol was premature, 
Thus even amid immense and unnecessary suf- 
fering little energy was evinced in forcing the 
pace. The archaic character of the German 
Government’s monetary theories has another 
illustration in their calculation of the possibility 
of financing investment from the accumulated 
savings in the banking system. It is supposed 
that some 25 per cent of new savings will 
have to be used to strengthen the banks’ liquid- 
ity. Apparently nobody realises that the failure 
to offset savings by investments creates a defla- 
tionary gap, and that any attempt to increase 
liquidity must be defeated by the fall in national 
income. The depressing effects of such odd 
views as these are assisted, as noticed above, by 
the division of the German banking system 
into small and inefficient units. 


3- — Nor was the so-called employment pro- 
gramme of the German Government was con- 
ceived on more effective lines. It was announced 
with some flourish of trumpets that in 1950 — 
as a work creation programme — not less than 
DM 2.5 billions is to be devoted to building 
or reconditioning 250,000 housing units and in 
addition DM 950 millions to other investments. 
Unfortunately, like the release (or even «an- 
ticipatory » financing) of the accumulating 
counterpart-funds, this is in the main merely 
an offsetting but not actively expansive oper- 
ation. The finance of the building programme 
— which shows an expansion of only 50,000 
houses over 1949 as against a war-caused (34) 
deficiency of 5 million units — is to be under- 
taken mainly by channelling institutional 
savings or out of taxes and counterpart- 
funds (36). Only that part of the contribution 
of the Government which is financed out of 
the profits of minting new subsidiary coins — 
a very small part — could be considered « ex 
pansionary ». Central Bank credit is to be 
used only very sparingly and mainly as a ten- 
porary, short term loan to be repaid almost im- 
mediately from counterpart-funds and other 


(34) I.e. excluding the expansion of the number of families. 
(35) Bank Deutscher Lander, January 1950, p. 33- 
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qsavings ». It is hardly to be expected that 
the temporary finance will be a sufficient 
stimulant to cause an increase in the national 
income (and subsequently also in savings) (36). 
The realese of the « blocked » accounts (%4 per 
cent of the original liquid funds) amounting 
to some DM goo million is a somewhat more 
effective measure. Despite all promises the 
sterilisation of funds by a continued increase of 
public deposits at the Central Bank persisted 
even in the first half of 1950 (37). 


4. — The whole problem is immensely com- 
plicated by the foreign trade and payments 
situation in which Germany finds herself as the 
result of the war, the loss of foreign markets, 
especially in Eastern and South Eastern Europe 
and the stifling of trade with the Soviet Zone. 
Unfortunately the policy of the Government, 
instead of minimizing the dangers arising out 
of this structural unbalance, was calculated 
rather to increase it. 

The loss of trade with the Eastern Territo- 
ries of pre-war Germany is estimated at some 
2.7 billion pre-war marks (roughly equivalent 
to DM 5 billion). The division of labour and 
thus the interdependence were marked. Not 
only could the West obtain goods from the 
East but it also depended on it (and on Berlin) 
for a variety of electrical products, machines 
(textile and metal) and semi-finished and finish- 
ed products (glass, wood, textiles). 

The breach of these relations left the West 
with some exceedingly awkward _ bottle- 
necks (38). Perhaps the most important of these 
follows the loss of some 400 million pre-war 
marks worth of agricultural products (equival- 
ent roughly to $ 100 m. pre-war and $ 200 m. 
present value). The increase of the population 
has further increased the dependence of Ger- 


(36) Bank Deutscher Lander. Febr, 1950. pp. 9-11. It is 
characteristic of German « official » economic views that the use 
of minting profits for the finance of investment is considered 
less « inflationary » than the « creation of credit » by the Central 


(37) This was admitted by the Central Bank, Cf. ibid. 
January 1950, pp. 11-14. 

f (38) Cf. U.N.O., E.C.E, Quarterly Report No. 3; also Mit- 

teilungen, op. cit., Vol. 3, No. 2, Febr. 1950. - Cf. below how- 


ever on the probable exaggeration of the difficulties of 
readjustment, 
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many on imports from abroad. To maintain an 
80 or go per cent of pre-war standard of life 
equivalent, would require increased imports 
worth at least $ 3-400 million, if steps were not 
taken to increase and diversify agricultural 
production and to render the economy less 
dependent on imports of raw materials in terms 
of the national income. Proposals of the latter 
kind are being at present officially discounted 
and attacked in Germany as « autarkic » (39) 
even though the country has come to depend 
on imports for about 55 per cent of her total 
requirements, as against 20 per cent pre-war. 

It does not appear to be realised that this 
increased dependence on foreign supplies will 
inevitably react on the terms of trade and en- 
force a greater degree of economic self-suf- 
ficiency; nor that it would take an unneces- 
sarily long time (and probably a deflationary 
crisis) to enforce this change through the un- 
guided and unaided working of the price 
mechanism alone. 

The loss of export markets to the East 
represents a loss of roughly 1o per cent of the 
total pre-war exports. It should not be for- 
gotten, however, that the military (in contrast 
to the economic) autarky of the pre-war era 
had considerably intensified trade with the ter- 
ritories of Eastern and South Eastern Europe, 
since those sources of supply could not be cut 
by naval action in time of a war. On the 
other hand Germany is not at present permitted 


(39) Even contributions which lay claim to detached scien- 
tific objectivity seem to seek refuge in declarations of mystical 
faith on this point, Thus, e.g, the Institutes of Social and 
Economic Research which jointly published a memorandum on 
« Full Employment and Viability » (Vollbeschaftigung und Le- 
bensfahigkeit) profess to find some « higher » value in a libera- 
lised trade in which no distinction is made between necessities 
and luxury imports, These siews would seem to be justified 
only if non-discrimination would permit the maintenance of full 
employment and if, moreover, the distribution of income and 
wealth were « optimal ». As this is palpably not the case it is 
not easy to decide what policy would produce the most satis- 
factory results: far too many factors enter into consideration. 
From a social point of view the maintenance of full employment 
(with the minimum dependence on U.S. help) seems certainly 
preferable to the securing of additional chances for privileged 
consumers. If both can be combined it is probable — but still 
not certain — that a greater scope in international trade would 
be beneficial, Unfortunately there is good reason to suspect 
that most protagonists of « freer » trade hope by their advocacy 
indirectly to limit the scope of domestic social policies. 
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to trade with the Eastern countries as freely as 
are other members of O.E.E.C. (see Table XV). 

FOREIGN TRADE WITH EASTERN Tastr XV 
EUROPEAN COUNTRIES 
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Source: Economic Survey of Europe in 1948. 
at fob, prices of 1948. 
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ropean Countries | 169 


Dollar Values 


The expansion of British exports has im- 
mensely aggravated the problem of securing 
other markets without a serious worsening of 
the terms of trade — a most threatening con- 
tingency for all the highly industrialised areas 
of Western Europe. 

Before the currency reform German exports 
were in the main restricted to raw-materials: 
steel, scrap, coal and timber. On this basis Ger- 
many could obviously never become self-sup- 
porting even if foreign markets were available. 
Even in the beginning of 1948 manufactures 
were only about 25 per cent of exports as 
against some 80 per cent in 1936. By the begin- 
ning of 1949 exports had increased sixfold and 
manufactures had recovered to 4o per cent of 
the total. A year later the overall was approx- 
imately doubled and manufactures recovered 
to all but 60 per cent of the total (see 
Table XVI). The policy of the Western Allies 
in starving Germany of industrial imports made 
her earlier recovery impossible. 

After the currency reform this policy chan- 
ged, but the change was not allowed to have 
its full effect. It was followed by deflationary 
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policy in the latter part of 1948, and (of less im. 
portance) by delays in releasing appropriations; 
these factors made it impossible for German 
to increase her imports sufficiently to absorb 
Marshall Aid and other foreign help that were 
available (such as drawing rights granted by 
the European member countries of O.E.E.C)), 
In 1948/49 Germany only used $ 46.2 million 
of the total drawing rights granted of $ 114.2 
million (see Table XVII). 

Taste XVII 

GERMANY’S IMPORTS AND EXPORTS 
(million $) 








Period | Imports Exports 





1948 II]. Quarter 
IV. Quarter 


168.9 
198.0 


235.4 
155.3 


1949 I. Quarter 
II. Quarter 
III. Quarter 
IV. Quarter 


234.3 
260.8 
271.1 
263.1 


177.2 
292.6 
250.6 

| — 339.2 





In the second half of 1949 the acceleration 
of imports could only be financed by the ac- 
cumulated reserve of unused appropriations, the 
O.E.E.C. part of which alone amounted to 
$ 60.3 million. After the dollar crisis of 1949, 
with the pound devalued in terms of dollars and 
also in terms of the DM, it would have been 
wise to be watchful. In spite of the splendid 
harvest, which carried agricultural production 
almost to its high pre-war levels, the position 
remained difficult. The German Government 
decided, however, to decontrol a large number 
of imports. This it did although its long term 
plans predict the need to reduce the imports ot 
necessities, especially from the dollar area: a 
reduction which may not be possible if the in- 
come of the poorer classes is allowed to rise. In 
consequence the balance of payments even with 
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European countries 


Table XVIII). 


rapidly worsened (see 


Taste XVIII 


BALANCE OF PAYMENTS OF THE FEDERAL REPUBLIC 
WITH OTHER MEMBERS OF 0O.E.E.C. AND 
THE STERLING AREA 
(credit or debit balances - million $) 
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Planned balances | 


1949/50 | 
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| Monthly average . | + 13.77— 75/47 0 | + 6.2 | 
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(a) Austria, France, Greece, Holland, Norway, Turkey. 
(b) Sterling Area, Sweden, Denmark, 


5. — This surprising turn in Germany’s ba- 
lance of payments at a time when unemployment 
was rising sharply has been officially ascribed 
to exceptional causes unlikely to persist. The 
potential imports of Germany were mainly non- 
essential goods. Their delivery could be quickly 


arranged, while German exports, mainly ca- 


GEOGRAPHIC DISTRIBUTION 








OF GERMAN FOREIGN TRADE 
(million $) 


liberalisation of trade has made capital flight 
easier; it has rendered Germany less capable 
of balancing her trade accounts without further 
sharp deflation, because of the distortion of the 
distribution of incomes and of consumer habits. 
There being no houses to buy or to furnish, 
demand develops for mass - «luxuries » of a 
non-durable kind. This increases the propen- 
sity to import. Finally, liberalisation of inter- 
European trade might make « soft » currency 
markets more profitable and thus — even with 
greater equilibrium in intra-European trade — 
decrease the pressure to force dollar exports (41). 


6. — In view of the structural changes in the 
economy already discussed, it is not surprising 
that Germany should import now more than 
she did in 1936 (42). What is more serious is 
that imports of non-essential foods increased six- 
fold between 1948 and 1949, and in the last 
month of 1949 were some 30 per cent greater 
than in 1936. There is finally the astonishing 
increased in manufactured imports to more than 
200 per cent (in December, 276 per cent) of the 
pre-war level, while raw material imports are 
still 20 per cent below that level and semi- 
manufactured imports have just reached it. This 
pattern differs remarkably from that to which, 
for example, Britain restricted herself as a 
result of the crisis in the balance of payments. 
The British national income increased, and it 
was better distributed. Yet British imports were 
held far below their pre-war level. 
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264 | 72 | 
pital goods, take a long time to export (40). 
Moreover, imports were at first increased by 
the need to reconstitute stocks. This done, a 
further improvement in the balance could be 
expected. There is, undoubtedly some truth 
in this contention. But equally the great 


(40) Im the second quarter of 1950 exports have increased. 


| Industrial East | 
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425 236 63 
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7. — The shift in German trade due to the 
disruption of the country and the consequences 
of the cold war was startling (see Table XIX). 


(41) For a longer review of these points, see my article, The 
Crisis of the Marshall Plan, in « Economia Internazionale », 
1950. 

(42) Cf, however, on the problem of eliminating or circum- 
venting bottlenecks, Part VII below. 
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Not even in 1949 was any progress made in 
adjusting the dollar balance. Altogether $ 3.1 
billion worth of goods were delivered to Ger- 
many out of foreign aid (see Table XX). 


Taste XX 
IMPORT SURPLUS AND ITS FINANCING 
(niles $s) 
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(a) Incl. Britsh contributions. 

In contrast to Britain, Zoth the overall and 
the dollar gap have been increasing. While in 
1948 foreign aid was greater than the import 
surplus, in 1949 the reverse was the case. The 
recent improvement is due more to the fact 
that the restocking has been completed than 
to an improvement in the basic relations be- 
tween national income and imports. 

The German Government has recognised 
the danger of a diversion of exports from the 
dollar area. Proposals have been made to en- 
courage dollar exports by freeing up to fifty 
per cent of their proceeds from the obligation 
to surrender to the Central Bank. This 
measure might have some effect, in so far as 
it amounts to a hidden devaluation of the 
DM against the dollar. In present-day cir- 
cumstances on the other hand it will probably 
intensify an already menacing flight of capital. 
Together with any further relaxation of con- 
trol, a partial freeing of the dollar proceeds of 
exports represents a most awkward loophole. 
The system is already shaky, and this might 
finish it. The consequences are incalculable in 
a country exposed as Germany is to political 
dangers, domestic as well as foreign (43). 


(43) The German Government hoped that liberalisation 
would restore prices to their « economic » level. There was 
little reason to hope for this desirable result. Other countries 
were also in the grip of deflation and would tend to transmit 
it through depression dumping. 

The immediate resumption of intra-European cartel agree- 
ments showed the reverse obstacle in the way of the establi- 
shment of « equilibrium » prices, 


8. — There are even indications that the 
present German Government had more in mind 
than the intrinsic merits of the scheme when 
they espoused the cause of European Union and 
liberalisation. The intrinsic benefits come 
mainly in the Jong run. In the short run the 
scheme makes any active social and employ. 
ment policy difficult if not impossible; it thus 
preserves the status quo due to currency reform, 
The gloom of some official estimates suggests 
that such considerations did influence policy, 
The Government, for example, imagines that 
full employment would make necessary an in- 
crease of not less than 50 per cent (some $ 500 
million per annum) in imports of industrial 
materials and food. Even in view of the distres. 
sing level of unemployment, the figure seems 
high. It seems quite excessive when it is clear 
that a socially directed investment programme 
could and should minimize the need for im- 
ports — perhaps even without drastic physical 
controls. This pessimism strengthens the sus- 
picion that a change of policy is not vant- 


ed (44). 


9. — Unfortunately the Trade Unions are 
weak, and have grown weaker since the war. It 
is their business to defend the interest of their 
members and influence the policy of their 
Government. We have already pointed to the 
disastrous influence of currency reform in this 
respect. But their failure is to some extent their 
own fault. One of the more insidious reasons 
ef their ineffectiveness is their concentration on 
the so-called « Right of Representantion on the 
Boards of Directors », i.e. statutory power to 
nominate one third or one half of the members 
of boards of companies (and of public cor 
porations). They already exercise some right in 
certain heavy industrial firms which were 
taken over and reorganised by the Allies. 

The demand obviously has good motives. It 
is intended to democratise industry, and to give 
the workers representation and influence in 
the bodies that employ them. But there are 


serious objections to the method chosen to serve 


(44) This is one more of those instances in which the 
German Government shifted the blame for a policy which is 
clearly antisocial on to foreign powers, Another crass example 
is the interruption of the Anglo-German trade negotiations in 
March 1950 on the plea that the Americans refused to permit 
the holding by Germany of sterling balances, 
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this useful purpose. First, it diverts much 
energy from other Union activities. Second, 
the Unions have not enough technically qua- 
ified members to represent them effectively. 
There is a danger that the men chosen will 
therefore be either unsuitable or unrepresen- 
tative — in either case the cohesion of the 
Unions will suffer. Third, from this lack of 
cohesion and because management makes 
managers, the Trade Union representatives are 
very likely to adopt a managerial attitude to 
their problems and also (which is worse) to 
their rank and file. The latter will lose their 
trust in their leaders, their solidarity, and 
perhaps their moderation. 

Finally, it might be helpful if Trade Unions 
were represented on Development Councils em- 
bracing whole industries and on bodies advising 
the Government on general policy; but as a 
rule they are not. They are represented at the 
level of single firms, and in some ways their 
interests are there identified. This must fur- 
ther rigidify the economic system (and there 
is already enough interest in rigidity, without 
Trade Unions sharing it). It opens some fright- 
ening possibilities: may not Trade Unions, 
thus connected with single firms, come to sup- 
port socially damnable policies? The way lies 
open to all those mistakes and abuses which 
marked the English restrictive cartels in the 
«thirties», or the «corporatism » of fascist 
Italy. It is odd, to say the least, that German 
(unlike English) Trade Unions have agitated 
more for « Representation » than for full em- 
ployment which really does secure the human 
dignity of individual workers. 


VIl- Towards a rational economic 
policy. 


The German Government tried to apply to 
real life an abstract, obsolescent and internally 
inconsistent economic theory; and certainly did 
not succeed. There are two tests of an economic 
policy: first, does it increase national income? 
second, does it distribute the products justly? 
The German experiment failed in both. 

National output increased, but the increa- 
s¢ was artificially slowed because deflation 
had to be enforced in order to avoid an open 
inflationary spiral. At the same time the dis- 


tribution of the national income became more 
unjust than even the Nazis made it. The mea- 
sures now contemplated by the Government 
will increase the inequality further. Moreover, 
this inequality directly induced a large scale 
misdirection of investment which threatens 
future economic complications. Only the 
patience and discipline of the German Trade 
Unions prevented the outbreak, in consequence, 
of acute social conflict. 

It should be frankly stated that the mis- 
takes of the Allied Occupation Authorities 
contributed and still contribute to the deplor- 
able state of affairs in Germany. It is equally 
clear that even within the framework of a 
« liberalistic » economic policy the German 
Government could and should have taken 
wiser and more drastic action to minimize 
hardship and to stimulate economic activity in 
the right direction. 


A) The Influence of the Occupation Author- 
ities. 


(a) First, and the most serious long-run 
effects are those due to the mistaken handling 
of German economic problems by the Allied 
Representatives immediately after the war. 
« Planning », so called without discrimination, 
was unfortunately discredited by what was in 
fact a planless direct control of the economy, 
already to a large extent practised by the Nazi 
regime. 

(b) The Allies thus refused to treat as a 
whole the German monetary, economic and 
social problems, which are indivisible. They 
chose an insupportable scheme of currency 
reform. Introducing it piecemeal was the worst 
of several technical and psychological mistakes 
in its execution. All these blunders gave rise 
to acute social inequality. They caused the 
secondary boomlet of the autumn of 1948. 
They made almost inevitable the present creep- 
ing deflation. The Allied banking and cur- 
rency «reforms» render corrective measures 
unnecessarily difficult if not impossible, even 
though some useful concessions have already 
been made especially in allowing loan expen- 
diture by the Federal and State governments. 


(c) The Allies’ policy on foreign trade, 
often contradictory, impedes reform. It also 
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affords the German Government a useful ex- 
cuse for its refusal to undertake remedial 
action. The pressure towards indiscriminate 
liberalisation of foreign trade has been specially 
malignant. It was the pretext for the latest 
German measures. It helped to keep the dollar 
clause in the projected Anglo-German trade 
agreement. Waiving this clause, as was pro- 
posed, would certainly have helped to revive 
German exports and thus to secure important 
new sources of raw materials and food. In 
this matter some of the U.S. administrators in 
Germany have, in effect, interfered with a 
rational development of German and European 
foreign trade. This helps, of course, to frust- 
rate an avowed aim of the European Recovery 
Programme — to make these countries less 
dependent on exceptional American aid. 


(d) There seems to be clear evidence that 
the German Government is even less free to 
trade with the Soviet sphere than are most 
other member countries of the O.E.E.C. Any 
positive employment and investment policy is 
also severely hampered. In all these matters 
it is imperative that the Allies should agree, 
at the highest level, on a unified economic 
policy based on reality and not on dogma. 
The Allied experts were perhaps somewhat 
less than fair when they rebuked the German 
Government for the defeatism of its plans for 
the remaining period of Marshall Aid; the 
general tenor if not the detail of German 
policy had previously been both influenced and 
approved by other organs of the Occupying 


Powers. 


(e) Much the same applies to more general 
problems of economic organisation. The meas- 
ures, passed and contemplated, to break and 
reorganise cartels seem to be based on obsoles- 
cent static economic theories; they take too little 
account of the position and problems of Ger- 
many, indeed of Europe. In particular the ef- 
fects of this policy on relative European effiien- 
cy have been neglected. The « imperialistic » 
character of trusts and cartels and their threat 
to the democracies originated not in their 
economic but in their political activity. It can 
and should be remedied on the political plane 
by control, and not by isolated legislative acts, 
which will not increase efficiency or decrease 


the monopolistic element in the price struc. 
ture (45). 

All the visible indications point to the 
renewal of most pre-war cartels (46). Such 
scant statistics as have been published on the 
distribution of national income show unequi- 
vocally that profit-margins and the degree 
of monopoly have considerably increased, 
The strong and consistent encouragement to 
« plough-back » company profits has obviously 
strengthened this trend towards monopoly by 
concentrating saving into the hands of existing 
companies. The virtual disappearance of an 
organised long term capital market is an ad- 
ditional factor tending with comparable force 
in the same direction. Little if any relief could 
be expected from the « reforms » proposed by 
the German Government in reducing the rate 
of tax on corporations and higher incomes: 
it is problable that most of the increased 
« saving » would still originate in the biggest 
firms. The gains to individuals on the other 
hand are more likely to increase conspicuous 
consumption and weaken the balance of 
payments (47). 

Restoring the sequestered companies to their 
owners (though organisations are sometimes 
broken up, ownership is not) will obviously be 
taken as a sign of renewed Allied approval 
of the pre-war practices of Germany industry. 
The half hearted ineffectiveness of decartellis- 
ation is another. The «break-up» of the 
former trusts was clumsily arranged and in 


(45) It should be emphasised that deflationary pressure is 
also more likely to increase than to decrease the tendency to 
wards monopoly. 

(46) The American Authorities quaintly chose the abrasive 
cartel (mainly located in the British Zone) for their first attempt 
at criminal prosecution. One of the indictments was that they 
came to an agreement with their French competitors to pool and 
divide markets, The proseoution was begun at the same 
moment as the Schuman « Plan » of « pooling coal and steel 
resources » was launched by France with full American suppott. 

(47) The Allied veto of the latest tax « reform » was mala- 
droit in the extreme and certainly was not based on social consi- 
derations but represented a rather unreasoned deflationary 
measure, in general contradiction to the earlier expressed change 
of the American Administration in favour of a more positive 
employment policy, These vacillations must bring further dis 
repute to Allied policy, The promised increase in taxes on 
luxuries is, to say the least, problematical, In the meantime 
there is nothing to prevent another spending spree by the few. 
As we shall argue it would have been prudent at least to confine 
the use of the gains of individuals due to the tax-remissions © 
certain stated purposes, e.g. housebuilding. 
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many instances reduced efficiency. The reversal 
of the policy is therefore likely to lead to ex- 
cesses in the opposite direction: even the work- 
able controls, ¢. g. price control, will not be 
attempted. The application of U.S. legal 
method in Germany is bound to fail. The 
whole problem is overshadowed by the need 
for European co-ordination. There must be 
planning. Europe cannot otherwise escape cut- 
throat internecine competition, and a worsen- 
ing of terms of trade already gravely menaced 
by world economic developments (49). 


(f) The lack of imagination and of pur- 
pose in the business of demilitarising and dis- 
mantling was — if possible — even more 
disastrous. Similar causes explain it. We have 
seen the reasons why at first the Western Allies, 
especially the Americans, pressed exclusively for 
reparations out of dismantled capital equip- 
ment. As the rift with the Soviet widened, the 
original view changed, but not quickly enough. 
The first « Level of Industry » plan negotiated 
with the Soviet might have crippled Germany 
and was abandoned. The dismantling next en- 
visaged would not necessarily have damaged 
German prospects had a proper economic policy 
been pursued in other respects. Yet it was 
further modified and curtailed. Ultimately up 
to the end of 1949 only $ 146.8 millions worth 
of capital equipment (at 1938 prices: at cur- 
rent values, some $ 300 millions) was received 
by the Interallied Reparation Agency, which 
excludes the U.S.S.R. and Poland. The U.S.S.R. 
was to have received 25 per cent of the total 
capital equipment, and obtained instead, ac- 
cording to Agency’s report, only $ 12.5 millons 
(1938); according to the Western Powers some 
$ 24 millions (1938) (49). Total reparations 
secured amounted to only $ 517 millions, of 
which the U.S. obtained a surprisingly large 
share ($ 103 millions) because of her success in 
impounding German assets. The last dismant- 
ling list reduced the number of plants to 
be surrendered to 680, a little more than 


a third of the already modified original 


(48) Cf. my book on The Dollar Crisis. 

(49) I.A.R.A. Report for the year 1949. 

___The total is problably less than the stolen capital goods 
aquired by Germany during the war and will certainly not 


reduce German productive power to the 1938 level even together 
with bomb damage. 
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list. Objectively, it seems clear that with some 
exceptions (e.g. fertilisers and steel rolling 
capacity) reparations as at present taken or 
contemplated did not and will not badly un- 
balance productive capacity. Nevertheless, as 
the whole policy of dismantling has become 
an object of haggling, and has never been 
properly explained to the German public, it 
should be ended quickly, and security measures 
concentrated on close control (50). 

The right of exacting reparations from cur- 
rent production might however be reserved. It 
might well serve the purpose of « public works » 
and thus be of actual benefit to Germany. The 
possibility of a remilitarised Germany seems to 
depend rather more on the ruling psychology 
of the country (and also of the Allies) than on 
economic potential. The danger of the present 
policy is that it will first provoke dangerous 
extremes of political temper and will then be 
abandoned for internal or international rea- 


sons (51). 


B) The Policy of the German Government. 
Measures within the «free» pricing system. 


When the responsibility of the Allies has 
been fully acknowledged (and it would be a 
great psychological mistake to minimise it), it 
remains clear that the German Government 
could have initiated a much more positive 
economic and social policy. Even without any 
fundamental change in its economic philosophy 
it can take steps to bring about a better utilis- 
ation of the country’s productive power and a 
better distribution of the resulting output. It 
is also clear that a continuation of the present 
policy will aggravate the economic and social 
malaise. 


(a) In the main the change of policy 


within these « liberal » limits will have to be 


{50) The latest relaxation might impair this if the political 
position took a turn for the worse. 

(51) The restriction on steel production will eventually have 
to be modified. But until effective measures are taken by the 
German Government to prevent the use of steel for unessential 
purposes, German complaints of the destructive effects of this 
particular bottleneck, or plans providing for large-scale imports 
of steel from hard currency areas to prove the terrible hardships 
caused, ring somewhat hollow. It seems astonishing e.g. that 
large amounts of steel are wasted on ornamental fences and 
such frivolities. 
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confined to banking and taxation. Neither is 
(even in combination) capable of carrying the 
burden of a modern social and economic policy 
or ensuring full employment of the country’s 
resources; but their reform could afford some 
relief, 

1) The Central Bank will have to be 
brought under the control of the Government. 
There is hardly a country left in the world 
where the Central Bank is autonomous both 
in law and in fact. The German experience 
shows that the complete independence of the 
bankers within the State and their exclusive 
concentration on the bankers’ business, the 
integrity of the currency irrespective of all 
other considerations, generates intolerable delays 
and frictions, the consequences of which threat- 
en political stability. A unitary Central Bank 
under the State must therefore be created. In 
the same way the clearing banking system must 
also be permitted to concentrate into more 
economic units. 

2) The existing Allied restrictions on the 
budgetary policy of the German territorial 
units, including the Federal and State Govern- 
ments (52), will have to be lifted. Full open 
market powers must be given to (and used 


by) the Central Bank. 


(b) On the basis of this « structural » 
reform an active policy of reconstruction must 
be initiated — which will incidentally increase 
employment. Work creation of the old type, 
useless work selected because it employs the 
maximum number, will not do. A country in 
Germany’s position cannot afford it, especially 
in view of the short time left before foreign 
aid might diminish or disappear. Every effort 
must be concentrated on adapting the Ger- 
man productive structure to changed internal 
conditions and to the increased dependence on 
foreign supplies. In particular investment must 
be channelled where the social need is greatest 
and not left to the vagaries of a badly distri- 
buted effective demand. 


(52) § 115 of the German Basic Law which forbids « de- 
ficit » finance is sufficiently flexible not to need amendment as 
it permits borrowing for « extraordinary » and « productive » 
purposes, The Allied restrictions have only been waived par- 
tially. 


1) As long as the Government refuses to 
admit that the interplay of monetary demand 
and supply on free markets needs to be modified 
by direct controls to safeguard the position of 
the weak, so long will the problem of equal. 
ising the burdens and losses of war remain a 
really burning actual question. Controls make 
inequality tolerable by rendering the maldis 
tribution of money wealth and income inoper. 
ative in the field of necessities. In the absence 
of controls, a comprehensive capital equalis- 
ation is imperative. Detailed plans involving 
a progressive capital levy were worked out long 
ago. They must be implemented straight away. 
The existence of the problem shadows the 
whole economic system, discourages invest. 
ment, stimulates reckless expenditure and 
creates frustration and discontent. 


2) Equally necessary is a reform of the 
tax structure (53). The proposal to render the 
income-tax less progressive seems odd when 
the effective (as contrasted with the theoretical) 
taxation of richer people scarcely reaches one 
third of the effective burden borne by the 
British. It has not been shown by recent ex- 
perience that the willingness to pay taxes is 
increased by tax concessions. The system of 
permitting the indiscriminate charging of in- 
vestment and personal expenditure by pro 
prietors, managers and employers against in- 
come for tax purposes must be stopped even if 
it involves hardship. A large part of the 
offensive conspicuous expenditure is financed 
in this manner. Moreover, the uneven proft- 
ability of existing firms is due mainly not to 
economic reasons but to uneven monopoly 
power or partial control of certain prices (¢. 8. 
coal, steel, housing). Ploughed back invest 
ments (Selbstfinanzierung) are therefore not 
distributed in the most economic manner. 


3) It is foolish, however, to expect that 
the price mechanism (even if an anti-monopoly 
Act be passed) can restore competitive equili 
brium. Risk and oligopolistic elements will 
persist. On the other hand the social (and in 
the case of coal, the monetary) consequences 
of further decontrol of prices might be 


(53) Cf. « Stellungnahme des Deutschen Gewerkschaftsbus- 
des zum Gesetzentwurf der Bundesregierung zur Aenderung des 
Einkommensteuergesetzes », Jan. 1950. 
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serious and would certainly outweigh any 
advantage of restoring « economic » prices. A 
solution might be found in the housing sector, 
which is the most important, by using gains 
from tighter tax collection to finance urgent 
social investment (e.g. workers-housing) and/ 
or by introducing tax-concessions on certain 
approved types of building projects. 

It should be added that if a building pro- 
gramme is to succeed, investment and tax con- 
cessions must be confined to approved and 
efficient projects which are part of a systematic 
plan (including the replanning of cities). The 
institutions required for channelling State funds 
already exist (54). Tax and related measures 
could be used very effectively to influence the 
location of industry, a vital matter if the so- 
called «structural» unemployment is to be 
eliminated without unnecessary hardship. Tax- 
concessions, guarantees, cheap credit and the 
provision of other finance, and possibly the 
leasing of factory space built on public account, 
would help to attract entrepreneurs to the 
present distressed areas. Little initiative has 
been shown in this direction. In the same way 
classified taxes on land (and tax-concessions) 
could encourage and intensify agriculture and 
forestry. 


4) Taxation can play a no less important 
part in lessening the discrepancy in consump- 
tion standards. It is imperative to increase the 
taxation of luxuries, especially luxuries which 
necessitate imports or which can be expor- 
ted (55). Productivity could be increased by 
granting tax-concessions on standard products 
while increasing the tax-rate in excessive dif- 
ferentiation. The prospects of exports, which 


(54) Consideration should be given to the question whether 
subsidies could not be paid to producers the prices of whose 
products are still kept relatively low to equalize the rates of 
investment. Conversely, building and other investments not 
conforming to plans could be severely taxed. 

(55) The provision of housing will itself naturally decrease 
the dependence on imports because part of the current outlay on 
luxury foods is the consequence of the inability of many to 
obtain decent housing. Once housing is provided expenditure 
will be diverted towards outlets which are much less import 
dependent such as appliances, furniture, etc, Thus the provision 
of housing assumes some importance in balancing foreign pay- 
ments without artificially depressing national income. 

The introduction of luxury taxes has now been promised by 
the German Government on the occasion of the withdrawal of 
the Allied veto on income tax reduction. 
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have been seriously worsened by the diminution 
of basic domestic mass-consumption, would 
thus improve. 


The problem of direct controls. 


If taxation were sensibly reformed and used 
as a deliberate instrument of economic policy, 
it would probably succeed in reducing Ger- 
many’s dependence (relative to national income) 
on foreign supplies. There would thus be less 
need for deflation and unemployment, The 
gain in national income would be considerable. 
The readjustment of the German productive 
structure would be easier and the reabsorption 
of refugees quicker. The investment capacity 
of the country (and therefore its productivity) 
could be increased without aggravating inequa)- 
ities in the distribution of income. 


(a) Germany is at present faced with an 
import surplus of some DM 3.5 billions. She 
has financed just under half of her imports 
from current exports. Even if we discount 
some of the wilder calculations about the 
probable effect on import-needs of an increase 
in her national income, it is unlikely that 
measures limited to the field of taxation could 
prevent a worsening of her balance of pay- 
ments. In 1950 she can no longer draw, as 
she could in 1949, on accumulated balances 
and unutilised appropriations of U.S. aid. This 
alone will necessitate serious deflationary pres- 
sure, other things being equal. Even if the aid 
were not cut, Germany would still have to 
export more or import less. We cannot argue 
here about the chances of increasing exports 
westward, especially to dollar areas, under the 
conditions which are likely in the critical period 
ahead. An attempt has been made else- 
where (56) to show that an increase is impro- 
bable. An increase as big as Germany needs 
is virtually impossible (57). 


(b) The problem resolves itself into a quest 
for other markets — this has been discussed 
already. More trade with the East is very 
necessary; but it cannot solve the problem. The 
supplies required by Germany are not now 


(56) The Crisis of the Marshall Plan, in « Economia Inter- 
nationale », Genova 1950, 

(57) The stopping of the flight of capital is, of course, a 
condition sine qua non of the solution of the problem. 
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confined to banking and taxation. Neither is 
(even in combination) capable of carrying the 
burden of a modern social and economic policy 
or ensuring full employment of the country’s 
resources; but their reform could afford some 
relief, 

1) The Central Bank will have to be 
brought under the control of the Government. 
There is hardly a country left in the world 
where the Central Bank is autonomous both 
in law and in fact. The German experience 
shows that the complete independence of the 
bankers within the State and their exclusive 
concentration on the bankers’ business, the 
integrity of the currency irrespective of all 
other considerations, generates intolerable delays 
and frictions, the consequences of which threat- 
en political stability. A unitary Central Bank 
under the State must therefore be created. In 
the same way the clearing banking system must 
also be permitted to concentrate into more 
economic units. 

2) The existing Allied restrictions on the 
budgetary policy of the German territorial 
units, including the Federal and State Govern- 
ments (52), will have to be lifted. Full open 
market powers must be given to (and used 


by) the Central Bank. 
(b) On the basis of this « structural » 


reform an active policy of reconstruction must 
be initiated — which will incidentally increase 
employment. Work creation of the old type, 
useless work selected because it employs the 
maximum number, will not do. A country in 
Germany’s position cannot afford it, especially 
in view of the short time left before foreign 
aid might diminish or disappear. Every effort 
must be concentrated on adapting the Ger- 
man productive structure to changed internal 
conditions and to the increased dependence on 
foreign supplies. In particular investment must 
be channelled where the social need is greatest 
and not left to the vagaries of a badly distri- 
buted effective demand. 


(52) § 115 of the German Basic Law which forbids « de- 
ficit » finance is sufficiently flexible not to need amendment as 
it permits borrowing for « extraordinary » and « productive » 
purposes, The Allied restrictions have only been waived par- 
tially. 


1) As long as the Government refuses to 
admit that the interplay of monetary demand 
and supply on free markets needs to be modified 
by direct controls to safeguard the position of 
the weak, so long will the problem of equal. 
ising the burdens and losses of war remain a 
really burning actual question. Controls make 
inequality tolerable by rendering the maldis 
tribution of money wealth and income inoper- 
ative in the field of necessities. In the absence 
of controls, a comprehensive capital equalis 
ation is imperative. Detailed plans involving 
a progressive capital levy were worked out long 
ago. They must be implemented straight away. 
The existence of the problem shadows the 
whole economic system, discourages invest- 
ment, stimulates reckless expenditure and 
creates frustration and discontent. 


2) Equally necessary is a reform of the 
tax structure (53). The proposal to render the 
income-tax less progressive seems odd when 
the effective (as contrasted with the theoretical) 
taxation of richer people scarcely reaches one 
third of the effective burden borne by the 
British. It has not been shown by recent ex- 
perience that the willingness to pay taxes is 
increased by tax concessions. The system of 
permitting the indiscriminate charging of in- 
vestment and personal expenditure by pro 
prietors, managers and employers against in- 
come for tax purposes must be stopped even if 
it involves hardship. A large part of the 
offensive conspicuous expenditure is financed 
in this manner. Moreover, the uneven proft- 
ability of existing firms is due mainly not to 
economic reasons but to uneven monopoly 
power or partial control of certain prices (¢. 8. 
coal, steel, housing). Ploughed back invest 
ments (Selbstfinanzierung) are therefore not 
distributed in the most economic manner. 


3) It is foolish, however, to expect that 
the price mechanism (even if an anti-monopoly 
Act be passed) can restore competitive equili 
brium. Risk and oligopolistic elements wil 
persist. On the other hand the social (and in 
the case of coal, the monetary) consequences 
of further decontrol of prices might b 


(53) Cf. « Stellungnahme des Deutschen Gewerkschaftsbua- 
des zum Gesetzentwurf der Bundesregierung zur Aenderung des 
Einkommensteuergesetzes », Jan. 1950. 
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serious and would certainly outweigh any 
advantage of restoring « economic » prices. A 
solution might be found in the housing sector, 
which is the most important, by using gains 
from tighter tax collection to finance urgent 
social investment (e. g. workers-housing) and/ 
or by introducing tax-concessions on certain 
approved types of building projects. 

It should be added that if a building pro- 
gramme is to succeed, investment and tax con- 
cessions must be confined to approved and 
efficient projects which are part of a systematic 
plan (including the replanning of cities). The 
institutions required for channelling State funds 
already exist (54). Tax and related measures 
could be used very effectively to influence the 
location of industry, a vital matter if the so- 
called « structural» unemployment is to be 
eliminated without unnecessary hardship. Tax- 
concessions, guarantees, cheap credit and the 
provision of other finance, and possibly the 
leasing of factory space built on public account, 
would help to attract entrepreneurs to the 
present distressed areas. Little initiative has 
been shown in this direction. In the same way 
classified taxes on land (and tax-concessions) 
could encourage and intensify agriculture and 
forestry. 


4) Taxation can play a no less important 
part in lessening the discrepancy in consump- 
tion standards. It is imperative to increase the 
taxation of luxuries, especially luxuries which 
necessitate imports or which can be expor- 
ted (55). Productivity could be increased by 
granting tax-concessions on standard products 
while increasing the tax-rate in excessive dif- 
ferentiation. The prospects of exports, which 


(54) Consideration should be given to the question whether 
subsidies could not be paid to producers the prices of whose 
products are still kept relatively low to equalize the rates of 
investment. Conversely, building and other investments not 
conforming to plans could be severely taxed. 

(55) The provision of housing will itself naturally decrease 
the dependence on imports because part of the current outlay on 
luxury foods is the consequence of the inability of many to 
obtain decent housing. Once housing is provided expenditure 
will be diverted towards outlets which are much less import 
dependent such as appliances, furniture, etc, Thus the provision 
of housing assumes some importance in balancing foreign pay- 
ments without artificially depressing national income. 

The introduction of luxury taxes has now been promised by 
the German Government on the occasion of the withdrawal of 
the Allied veto on income tax reduction. 


have been seriously worsened by the diminution 
of basic domestic mass-consumption, would 
thus improve. 


The problem of direct controls. 


If taxation were sensibly reformed and used 
as a deliberate instrument of economic policy, 
it would probably succeed in reducing Ger- 
many’s dependence (relative to national income) 
on foreign supplies. There would thus be less 
need for deflation and unemployment. The 
gain in national income would be considerable. 
The readjustment of the German productive 
structure would be easier and the reabsorption 
of refugees quicker. The investment capacity 
of the country (and therefore its productivity) 
could be increased without aggravating inequal- 
ities in the distribution of income. 


(a) Germany is at present faced with an 
import surplus of some DM 3.5 billions. She 
has financed just under half of her imports 
from current exports. Even if we discount 
some of the wilder calculations about the 
probable effect on import-needs of an increase 
in her national income, it is unlikely that 
measures limited to the field of taxation could 
prevent a worsening of her balance of pay- 
ments. In 1950 she can no longer draw, as 
she could in 1949, on accumulated balances 
and unutilised appropriations of U.S. aid. This 
alone will necessitate serious deflationary pres- 
sure, other things being equal. Even if the aid 
were not cut, Germany would still have to 
export more or import less. We cannot argue 
here about the chances of increasing exports 
westward, especially to dollar areas, under the 
conditions which are likely in the critical period 
ahead. An attempt has been made else- 
where (56) to show that an increase is impro- 
bable. An increase as big as Germany needs 
is virtually impossible (57). 


(b) The problem resolves itself into a quest 
for other markets — this has been discussed 
already. More trade with the East is very 
necessary; but it cannot solve the problem. The 
supplies required by Germany are not now 


(56) The Crisis of the Marshall Plan, in « Economia Inter- 
nationale », Genova 1950, 

(57) The stopping of the flight of capital is, of course, a 
condition sine qua non of the solution of the problem. 
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available there even in pre-war quantity; and 
the Eastern areas (apart from the Soviet Zone 
of Germany) never met more than a small part 
of Germany’s pre-war needs. Even if it were 
possible to depend entirely on Eastern supplies, 
it would not at present be politically desirable. 
Thus only one real question remains: how 
precisely are imports to be cut? The choice 
lies between deflation and control. This fact is 
ignored by most commentators. 


(c) Nonetheless, means must be found which 
will stimulate selected industries without wor- 
sening the general terms of trade. One such 
method is to foster exports systematically by 
limiting the proportion of sales in the home 
market, by agreement with the industries con- 
cerned. In this way it is possible to stimulate 
the efforts of entrepreneurs without deflating 
total national income (58). In order to enforce 
efficiency and to prevent cumulative speculative 
price movements in a tight situation, it will 
probably prove necessary to restore price super- 
vision if not statutory controls. Combinations 
also demand attention. The renewed flowering 
of cartels and of restrictive oligopoly has decisi- 
vely increased profit margins. This is socially 
intolerable. It is also economically wasteful. 
Only publicity and close supervision, with 
stronger statutory powers of price contro] at 
least in the background, can contend with it. 
It has also been shown that credit control 
cannot cope with the speculative withholding 
of stocks and its consequences — interrupted 
reconstruction and distorted patterns of income 
and production. 


(d) In the same way some physical control 
of investment will also prove inevitable. The 
most painless and least difficult to administer 
is building licensing with the execution of which 
the Trade Unions can be associated. It should 
be possible by such controls to concentrate the 
available high investment capacity into housing 
and productive investment. If the latter is 
more evenly distributed over industry and geo- 
graphically better located the rate of increase 
in productivity should remain high. 


(e) It has been the fault of most post-war 
economic calculations that they grossly overes- 


(58) An effective control over the use of steel is certainly 
overdue. 


timated the investment needs of the com- 
munity (59). By working multiple shifts bot. 
tlenecks can be eliminated and current invest- 
ment needs reduced. True enough, depreciation 
is increased but with it increases its automatic 
finance. Moreover, a large part of factory invest. 
ment consists not of machinery but of buildings 
and ancillary works (water, power, etc.) which 
do not depreciate proportionately to their ef. 
fective utilisation. Very substantial results could 
be achieved in this vital respect by a sensible 
cooperation between Government, Industry and 
the Trade Unions. 

It has been shown (60) that the utilisation 
of equipment before and even during the war 
was far lower in Germany than in other coun- 
tries. One might expect rather startling results 
if energetic action were taken (especially if the 
provision of housing were equally determined). 
Opinions vary widely about the current under- 
utilisation of capital equipment. Most of them 
anyway leave out of account the possibility and 
the vital need of multiple shifts. 

The pessimism and inaction of the Germans 
in this problem must be attributed to their 
desire for more U.S. economic aid and for 
U.S. help in getting rid of dismantling and 
reparation liabilities. It is by no means impos- 
sible that an energetic policy would very quickly 
increase production 20-30 per cent, with rela- 
tively slender new investment. The Allied 
Authorities and Trade Unions have not taken 
sufficient trouble to rectify the defeatist im- 
pressions created by interested parties. If this 
defeatism had some diplomatic successes it 
also made the reversal of the anti-social policy 
more difficult and thus endangered the evolu 
tion of a stable and balanced society. 


Conclusions 


The German problem is difficult, but only 
one thing could make it hopeless: a world 
depression, unmitigated by proper action in the 


(59) The first version of the French « Monnet » Plan was 
an excellent example, Cf. Oxford University Institute of St- 
tistics, Bulletin 1946. 

(60) Katpor, op. cit. The extent of most bottlenecks has 
been grossly exaggerated. It has been contended e.g. that n0 
expansion of textile output is possible because of the loss of the 
spindle capacity which is situated in the East. This has already 
been shown up as wholly wrong. 
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monetary and commercial field (61). Some of 
the present gloom is self-created. In a defla- 
tionary atmosphere only the strongest can go 
ahead bravely, and they may not always care 
to. The pessimism prevailing in Germany, the 
lack of faith in her future productive perfor- 
mance, arise in part at least from the relative 
failure to mobilise available manpower (62). It 
is difficult to anticipate brisk activity if the 
brakes are always on. There is no real reason 
why production should not rise in the current 
year to, say, 125 per cent of its 1936 level (63). 
But as long as official circles delay investment 
until savings « mature », as long as their ela- 
borate calculations prove a need for « addi- 
tional — foreign — help», so long will they 
restrain and vitiate additional saving; so long 
will the increase in productivity be « enjoyed » 
in the form of increased unemployment. 

It is true that some particular problems are 
more acute in Germany than elsewhere. The 
necessary readjustment is greater. Certain bot- 
tlenecks are narrower, imports not least. But 
these problems can be solved, if some of the 
rigid dogma of the Allied and German Govern- 


ments will only yield to a business-like approach 
to difficulties as they emerge. 

If such a change does not come, and come 
soon, then change of another kind will forestall 
it. Nothing but fast reform by free men can 
prevent the Western Germans from deserting 
political moderation for the militant extremes 
of right and left (64). Time, and a near 
example, are working against the West if 
nothing changes (65). 

The democracies are fortunate that Soviet 
political intolerance and tenor and the appal- 
ling uncertainty of individual life, the loss of 
freedom, have so far restrained the Western 
Germans’ revolutionary unrest. How long dare 
we rely on such a deterrent? The short-sighted 
in the Western countries find the Revolutionary 
Totalitarian Right less disturbing than the Left, 
and like to bet on one extreme against the 
other. Looking into Germany’s future, they 
are actually comforted by the memory of 
National Socialism as an implacable enemy of 
Communism: could there be a more terrible 
measure of Germany’s need today? 


POSTSCRIPT (July 1950) 


This paper has been completed in April 
1950. 

In the meantine the German economy has 
experienced a distinct revival. Industrial pro- 
duction reached the 1936 level in March 1950 
for the first time (though it is still roughly 20 
percent below the 1938 level) and seems to have 
attained 110 percent in June 1950 (2. e. 5 per- 
cent above Dr. Erhardt’s estimate of the 1952 
level). Building activity has expanded even 
more quickly. 

Dr. Erhardt, the Minister for Economic 
Affairs and his economists seem to regard this 
development as a conclusive justification of 
their attitude to economic problems and of the 


(61) Hence it seems incomprehensible that German authors 
should attack plans for maintaining full employment in creditor 
countries by international institutional measures. 

(62) The target set by the German Government for 1952 
Was reached by, May 1950. 


(63) As against a German estimate of 105 percent in 1952. 


« liberal » policy pursued. Nothing could be 


farther from being the case: 


1) unemployment has remained substan- 
tially above the diurnal figure of 1949: 1.54 
millions in June 1950, or 10 per cent, as against 
1.28 millions a year before. The industrial 
areas, Rheinland, Westphalia, Hamburg, Bre- 
men, show the worst proportional increases. 


(64) In 1938, at a critical point in the history of Europe, 
I wrote « no complacency whatever is justified in the free coun- 
tries, which seem to have failed in the task of utilising fully 
their far superior economic power, on account of the present 
economic position and outlook in Germany ». The National 
Economy of Germany, in « The Economic Journal », Sept., 1938. 

(65) There is a final warning in the gain which the Soviet 
Zone of Germany has been able to record: 


Production. 1938 = 100 
1947 1948 1949 
Western Zones 33 50 5 
Soviet Zone 47 59 72 
With reparations relaxed the Eastern gain is likely to acce- 
lerate, There is no unemployment in the Soviet Zone. There 
are no riches amid poverty, no Nazi collaborators prospering. 
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None of the structural problems is any nearer 
to its solution despite the grandiloquent em- 
ployment creation «plans». The level of 
production is still at least 15 per cent below 
the level which could be attained in the short 
run by appropriate planning and control; 

2) apart from the expansion of building 
which has been powerfully assisted by the 
ERP-GARIOA programmes, the bulk of the 
improvement is a consequence of the improve- 
ment in the balance of payments. That this is 
not so much due to the internal policy of the 
Government as to the revival of the U.S. bu- 
siness activity is shown by the fact that im- 
provement in the balance of payments of 
Great Britain, which pursued the opposite in- 
ternal policy, was much more marked (it 
should be admitted however that the devalua- 
tion of the DM in terms of the dollar was 10 
percent less than that of sterling — though this 
hardly had an important influence on relative 
competitive power because of the discrepancy 
in wage-levels). The truth of the matter is that 
Germany, like most other European countries, 
benefited by President Truman’s enlightened, 
Keynesian economic policy, which Dr. Erhardt 
and his « experts » try to discredit in their own 
country; 


3) the further intensification of demand 
due to the recent turn in international political 
relations and the general rearmament to which 
it gives rise will certainly result in a continua. 
tion and intensification of this trend. The dol- 
lar shortage and the difficulty of obtaining 
markets has for the moment disappeared — 
however dangerous the reasons for the impro- 
vement. But all this shows the correctness of 
the Keynesian analysis and of Keynesian policy, 
Rearmament means merely an intensification 
of the policies advocated in this paper to relieve 
distress — alas only for destructive purposes (*); 


4) such improvement in Germany as has 
been experienced was made possible solely by 
the moderation of the Trade Unions which 
held back wage demands. The worsening of 
the distribution of the national income con- 
tinues. On this basis no doubt even Dr. Er- 
hardt’s system can be made to work. But it 
is unlikely (and undesirable) that the Trade 
Unions should consent to permit the continua- 
tion of this situation. 


(*) It is significant, however, that few entrepreneurs lose 
« confidence » if it is rearmament which is financed and ma- 
naged by Keynesian means. It is the change in their social 
status — implicit in social policies calculated to make democracy 
real — which gives rise to their resistance. 





Fiscal Policy and Italy's Economic Development 


by 


SERGIO STEVE 


1. — In previous periods the fiscal theory 
centered around the effects of public finance 
on the distribution of national income. But 
since some decades we find a large and growing 
interest in the relations between fiscal policy 
and the size of national income and conse- 
quently also in the use of finance to promote 
and to control the rate of economic develop- 
ment. The main line of this evolution has 
been made up by researches about the function 
of public finance in offsetting cyclical fluc- 
tuations and in ensuring the maintenance of 
full employment. For this purpose new objec- 
tives and new tools of fiscal policy have been 
elaborated with reference to the conditions and 
requirements of economically mature countries. 

The development of backward countries has 
indeed also aroused remarkable interest, par- 
ticularly during and after the last war. It has 
been recognised that policies suitable for these 
countries can be based partly on the schemes 
derived from the experience of mature econo- 
mies. The instability of these economies is ac- 
counted for mainly by the cumulative effects of 
changes in effective demand and in income: 
changes in one direction in demand evoke chan- 
ges in income which react, always in the same 
direction, on demand and so on. A similar 
circle is found also in backward economies: 
demand is scarce because the employment of 
factors and income are scarce; on the other hand 
employment (and income) do not expand 
because they are not stimulated by a sufficient 
demand and so on. The use of fiscal policy 
to promote recovery, by expanding total expen- 
diture during a depression, resembles its use 
against. the vicious circle of poverty which 
creates poverty, by bringing into being — 
through public expenditure or a lowering of 
taxes or other inducements to private expendi- 
ture — a new demand which speeds up econo- 


mic development. The analogy is still more 
obvious if, instead of comparing this function of 
fiscal policy in the economic development of 
backward countries to a policy of cyclical 
stabilisation, we compare it to the expansion 
of total demand as a means for shifting mature 
economies from an under-employment equili- 
brium to a full employment equilibrium. 

On the other hand a far-reaching difference 
between the policies suitable for mature eco- 
nomies and a policy aiming at the development 
of backward economies, is commonly held to 
depend on the fact that the latter lack a proper 
degree of complementary between the available 
factors of production. The relative scarcity of 
certain factors of production might easily lead 
to inflationary pressure if a policy aiming at 
expanding demand were adopted. In the case 
of backward countries, such a policy must there- 
fore be supplemented or even substituted by 
measures fit to preserve the equilibrium be- 
tween demand and supply — on the whole and 
in each separate sector — by eliminating or 
at any rate restricting inflationary pressure. 
These measures may be divided into two 
groups: foreign financing and a system of 
financial and, if necessary, physical controls 
to check consumption and regulate investments. 

The scope of foreign financing is deemed 
to be rather narrow both because the concrete 
size of requirements is usually far higher than 
the flow of foreign capital can possibly be 
expected to be (1), and because main reliance 
upon domestic financing « is the pre-requisite 
for enabling countries to implement the social, 
political and economic policies which they 
consider most suitable for the improvement of 


(1) See particularly Industrialisation et commerce extérieur, 
Société des Nations, Geneve, 1945, pp. 82 ft., 147. 
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their standards of living» (2). In conclusion, 
therefore, the main role in the development of 
backward countries has to be played by do- 
mestic funds mobilized by an efficient fiscal 


policy. 


2. — Italy occupies an intermediate position 
between the more advanced and the more 
backward economies and, moreover, its eco- 
nomy is characterised by substantial differences 
in the stage of development between one depart- 
ment and another. There are departments 
where economy as a whole, including agricul- 
ture, industry and services, may be compared 
with that of the most advanced countries, and 
others which present all the features of back- 
ward economies: a low per capita income, a 
low level of industrialisation, a large surplus 
population in agriculture and even an insuf- 
ficient development of monetary economy. 

The best way of giving a general idea of 
these local differences is to compare some in- 
dices of economic activity in Southern Italy 
with the same indices in the rest of Italy, 
bearing in mind however that there are very 
important differences even within these two 
large groups. According to the last census of 
the population (1936), the active population in 
Southern Italy was 37.7 per cent and the po- 
pulation engaged in industry and transports 10.4 
per cent of the total (as against 46.3 and 17.0 
in the rest of Italy), The persons engaged in 
industry in Southern Italy represented 19.3 per 
cent of the Italian total, but this percentage 
varied from 32 per cent for handicrafts and 
small industries to 15 per cent for medium-size 
and 11 per cent for large industries (figures 
of the 1938 industrial census). In 1938 the in- 
come per capita was estimated at 1700 lire in 
Southern Italy and at 3100 lire in the rest of 
Italy (3). 

Consequently, Italy’s conditions offer a wide 
scope both to the measures suggested for solving 


(2) From a report of the Sub-commission on Economic De- 
velopment quoted in Methods of Financing Economic Deve- 
lopment in Underdeveloped Countries, United Nations, Lake 
Success 1949, p. 114. See, in the same sense, a memorandum 
of the International Bank for Reconstruction and Development 
reproduced in the above mentioned volume, p. 94. 

(3) These figures are taken from a study by A. Moxtnant, 
Southern Italy, in this review, 1949, pp. 25 ff., which contains 
further ample documentation. 


the cyclical and structural problems of mature 
economies and to those suggested for forwar- 
ding the development of backward economies, 
Further, since the economic relations between 
regions in the same State present some close 
affinities with the economic relations among 
States, the fact of having regions at different 
stages of development, side by side under the 
same political and economic regime, offers an 
interesting test for certain aspects of economic 
relations between backward and advanced 
countries, namely foreign loans and the effects 
of the industrialisation of backward countries 
on the size of international trade. 

At this point, it must be duly stressed that 
there is ample proof that the industrialisation 
of backward countries is not detrimental to the 
development of international trade, but gene- 
rally encourages it (4). Applied to the regions 
of Italy, this means that the development and 
industrialisation of Southern Italy may be ac- 
companied by an expansion of trade between 
Southern Italy and the rest of the country and 
consequently by further economic progress for 
the latter. Conflicts of interests between the 
regions may therefore accompany a policy in- 
capable of promoting the development of the 
country’s economy as a whole, but not in the 
case of an active policy which exploits the in- 
dustrial capacity of the advanced regions in 
order to promote progress in the rest of the 
country, so that this progress may in turn ex- 
pand markets and the possibilities of develop- 
ment in the advanced regions. 


3. — In considering briefly the relations 
between fiscal policy and economic develop- 
ment in Italy, we must observe first of all 
that the existence of an economically advanced 
area, with unused productive capacity (5), forms 
a more favourable background for the develop- 
ment of backward regions than is to be found 


(4) See Industrialisation et commerce extérieur, op, Cit. 

(5) No analytical figures concerning the degree of exploits 
tion of industrial plant are available, though some estimates 
were attempted in Italy, Country Study, ECA, Washington, 
February 1949, pp. 16 ff. Since the time to which these est 
mates refer, the exploitation of industrial plant has increased as 
a whole; but judging from the economic press, statements made 
by industrialists and industrial associations, etc, there is reason 
to believe that there are still large margins of unused capacity. 
See for instance the statements by Alberto Pirelli and R. Lom 
bardi, in « Rivista di politica economica », june 1950, PP- 693; 


757: 
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in countries where backward conditions are 
general. We have already seen that, in the 
latter case, the possibility of forwarding eco- 
nomic development by an expansion of total 
demand is limited by the disequilibrium exist- 
ing between the large supply of certain factors 
— mainly unskilled labour — and the scarcity 
of others, mainly industrial equipment ‘and 
technical knowledges. 

But if the factors which are scarce in one 
part of the country are available in fairly large 
quantities in the other, a policy in favour of 
the less developed areas, through public ex- 
penditure and inducements to private expen- 
diture, is faced with less dangerous and less 
immediate bottlenecks than in typically back- 
ward countries, provided it is planned and car- 
ried out on a nation-wide scale. 

For instance, a concrete analysis of the pos- 
sibilities of development of Italian economy, 
would probably show the main bottleneck in a 
shortage of skilled labour, particularly in certain 
regions (6). But this shortage could obviously 
be overcome far more slowly and with greater 
difficulty in a country at the first stage of in- 
dustrialisation than in a country like Italy 
where there is already a considerable number 
of trained workers, an extensive even if unsatis- 
factory school system and, above all, the 
possibility of efficient vocational training. 
Fiscal policy (in this case public expenditure), 
finds a readily responding environment and 
can aim, therefore, at rapidly removing the 
bottleneck of skilled labour. 

To give a furtther example, another serious 
bottleneck might arise from monopolistic res- 
trictions (7). Here again the very existence 
of a comprehensive governmental apparatus 
affords — in spite of its shortcomings — im- 
portant tools for overcoming the obstacles pla- 


. (6) Foodstuffs, another bottleneck to which attention is 
Mequently called, is probably less important. In fact agricultural 
production barely reached pre-war levels in 1949 and could be 
substantially increased by using fertilizers and other productive 
implements which could be manufactured by the present surplus 
capacity (see Italy, Country Study, op. cit., p. 40). On the 
other hand markets for certain important foodstuffs are de- 
Pressed even at current levels of production and steps have 
to be taken to sustain prices. A progressive increase in demand 
should be filled up rather easily. 

(7) See Economic Survey of Europe in 1949, United Nations, 
Geneva 1950, pp. 102-103 and. G, Demaria, in « Rivista di po- 
litica economica », June 1950, pp. 651-653. 


ced in the way of development by monopolistic 
practices. The more so because the State control 
of some leading industrial sectors affords wide 


‘means of direct action in framing the in- 


dustrial and price policies. That State owner- 
ship and control of industry have not been 
worked up to achieve a consistent economic 
policy (8) is another matter and does not ex- 
clude the possibility of efficient action. 


4. — It should be added moreover that, 
with the exception of very primitive economies, 
the difficulty of finding productive factors 
in adequate proportions never means the 
existence of absolute limits to a policy of eco- 
nomic development. The combinations of fac- 
tors of production are not rigid, but can vary 
considerably. It has in fact been remarked in 
the main consumption goods industries that 
a choice between more or less mechanised 
methods of production is possible and the 
yield per unit of capital is not necessarily 
greater in a highly mechanised factory than 
in a small concern (9). Moreover, even if in 
certain industries the yield of more capi- 
talistic processes appears at first sight to be 
higher, in overpopulated countries this is not 
a decisive reason for putting aside combinations 
which require more manpower and a lower 
capital outlay (10). In fact it is necessary to 
consider both the immediate social costs saved 
as a result of a greater employment and the 
prospective advantages of a growing economic 
activity, in terms of external economies and of 
an expansion of the home market. 


(8) Italy, Country Study, op. cit., pp. 39-40. 

(9) Industrialisation et commerce extérieur, op. Cit., 
pp. 58 ff. 

(10) With regard to the investment policy now being 
followed in Italy, this point is clearly set forth in Italy, Country 
Study, op. cit., p, 50-51. In connection with the big in- 
investments in the textile sector, we read: « Apparently this 
investiment is mainly of a cost-saving or modernization cha- 
racter. The question may be raised to what extent this is 
required to make export costs competitive and to what 
extent these investible resources might better be used to expand 
capacity and employment in this or other industries». And 
again: « A similar question may be asked concerning a part 
of the planned investments in the machinery and equipment 
industry... It would seem that the proposed structure of pro- 
duction for this industry should be carefully reviewed in order 
to determine whether, within the limits of foreseeable foreign 
and domestic demand for capital goods, more investment could 
not be used for expansion of capacity rather than to increase 
output per man, », 
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In reality, those persons who in Italy assert 
the rigidity of productive combinations and the 
impossibility of choosing the solutions best 
suited to our economic structure base their con- 
clusions, explicitly or implicitly, on the neces: 
sity of adjusting our costs to international 
prices. But this necessity, in the extremely 
crude form in which it is frequently asserted 
in Italy, is only compatible with a conception 
of the advantages of international trade based 
exclusively on the consideration of short run 
costs for a single firm. As soon as we take into 
account not only these costs, but also long run 
effects and social advantages (11), the expediency 
of taking international prices as parameters of 
action becomes a matter to be considered case by 
case (12). Once the limit of a strict adjustment 
to international market conditions has been 
removed, there is a reasonable freedom ot 
choice between the possible combinations of 
factors of production, and policy is faced with 
the problem of substituting the combinations 
which would have been chosen by private 
decisions by others more in keeping with social 
costs and advantages. Generally speaking, a 
number of factors which are important and 
real even if private accounting must disgregard 
them, should be allowed to play a due part in 
determining economic development. 

Fiscal policy can work to this end with a 
set of means. On the one side there is the full 
recognition of private motives and the attempt 
to harmonise them as far as possible with social 
motives, so that the social cost and advantages 
may become elements of the private calculation. 
This is what happens in the case of tariffs (if 


(11) The term is rather indefinite and is only used here 
for the sake of brevity. It should then be specified that it 
is intended to include not only elements which are merely 
relevant to a collectivity, but also elements having a direct 
impact on business decisions, such as the advantages to each 
enterprise from the general process of economic development, 
in terms of enlarged markets and reduced costs. 

(12) Among the writings on the revision of the theory of 
gains by international trade, I would choose one quotation only 
which is particularly appropriate in the case of Italy: « The 
conclusion that a country can increase its real income by im- 
porting even those goods which it can produce more effi- 
ciently than external suppliers, if by so doing it can specialise 
on other lines of production in which its advantage is even 
greater, loses its validity when the choice for a country is 
not between more or less efficient uses of available resources 
but between employing some resources or leading them idle ». 
(National and International Measures for Full Employment, 
United Nations, Lake Success 1949, p. 7). 
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the latter are on a level with the social advan. 
tages of protection) and still more typically in 
the case of various forms of subsidies and 
incentives (13). 

On the other side, private decision can be 
replaced im toto by collective calculation 
through nationalisations and the creation of 
public undertakings. Here too there is no lack 
of typical examples such as forests, roads and 
railways. Needless to say the true substance of 
the nationalisation of certain economic activities 
lies in the substitution of criteria of collective 
utility to criteria of private utility. If a public 
undertakings endeavours to act according to the 
criteria of a private manager, it loses sight of 
its very aims. 


5. — In the same way fiscal policy should 
have wide opportunities as to the specific 
Italian problem of the disequilibrium between 
economic levels in the different regions. Clear 
evidence has indeed been brought, that this 
disequilibrium does not depend upon, or is at 
least only partially accounted for, by natural 
causes (14), but is due to a difference in en- 


(13) At this point mention sbould be made of one of the 
most important results of recent studies on economic deve- 
lopment in backward countries, namely the insufficiency of an 
action based exclusively on the old instruments of protective 
policy. In backward countries, even to ensure the whole of the 
existing internal demand to home industry may not suffice to 
provide it with a large enough market (see K. Manpexsavy, 
The Industrialisation of Backward Areas, Basil Blackwell, Ox- 
ford 1947, p. 5). On the other hand, since the inferiority 
with regard to foreign competition depends largely from envi- 
ronmental factors, direct action taken to modify these factors, 
by improving public services or expanding the home market, 
may advantageously substitute or integrate a protective policy 
(see Industrialisation et Commerce Extérieur, op. cit., pp. 88-89), 
and may even be a necessary condition for the good issue of the 
protective policy. 

(14) See particularly G. Cenzaro and S$. Guiorti, Il Pro- 
blema Industriale del Mezzogiorno, Ministry of Industry 1nd 
Commerce, Roma 1946. On the basis of this and other studies 
on the subject, it is very interesting to underline the part played 
by commercial policy in determining the present economk 
inferiority of Southern Italy. At the time of the political unifi. 
cation of Italy there were no substantial differences in industrial 
development between Northern and Southern Italy. But indv- 
stry in the South, which had developed under protection, 
suffered very much from the removal of customs inside Italy 
and from the passage to international free trade. Industry in the 
North, already accustomed to foreign competition, found itel 
at an advantage: so it developed rapidly and was able © 
exploit in its favour the protective policy started in the eighties. 
At that time Southern industry had already fallen too low © 
benefit from protection. Measures of compensatory fiscal policy 
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vironment conditions ranging from less effi- 
cient public services in the Southern regions, 
to the poverty of Southern markets, to lesser 
external economies for Southern industry as a 
whole and to the persistence of backward social 
structures (15). In a situation of this kind the 
spontaneous mechanisms, which should re- 
establish equilibrium through the movements 
of factors towards the areas where they are 
comparatively scarce and the levelling of the 
marginal productivity of factors between one 
place and another, do not function. There is, 
on the contrary, a cumulative action which, 
if it is not offset by public bodies, leads to 
greater and greater differences in the economic 
standards of rich and poor areas (16). 

Quite apart from phenomena of inertia or 
friction or from considerations which escape 
monetary estimation, this can easily be explain- 
ed by the fact that in backward areas there 
is not only a shortage of capital, in the meaning 
and dimensions of business accounting, but 
there is also a shortage of environmental 
factors (including the productivity of labour) 
which are free for private enterprises. Since 


the decisions to invest depend upon the global 
productivity of capital, including the produc- 


in favour of Southern Italy were subsequently adopted at 
various intervals, but always on an insufficient scale. 

In view of this historical experience, we must knowledge 
the solid ground of an observation contained in the Economic 
Survey of Europe in 1949, op. cit., p. 104 in the matter of the 
liberalisation of inter-European trade: « the removal of 
protective measures might seriously hinder the growth of 
industry in areas where development has lagged. For example, 
in the case of Southern Italy, the freeing of trade may tend 
to retard rather then help development unless it is accompanied 
by some form of special external assistance », 

(15) The importance of political and social innovations as 
prerequisites for the development of backward countries is 
stressed in Industrialisation et Commerce Extérieur, op. cit., 
pp. 51 ff. 

(16) The insufficiency of the spontaneous equalizing me- 
chanisms is generally neglected in plans for super-national eco- 
nomic unions (a strong criticism of which is to be found in 
R. W. Rorscritp, The Small Nation and World Trade in The 
Economic Journal, April 1944). On the other hand we cannot 
but consider with scepticism the hypothesis that in the fra- 
mework of such unions efficient policies might be adopted to 
compensate the initial inferiority of certain member countries. 
Indeed, even in the oldest states and federations we find de- 
Pressed areas and a lack of an adequate fiscal policy, 

Consequently, to consider the problems of a national unit, 
as we are doing in this paper, is not a token of nationalistic 
bigotry, but merely depends upon the desire of reasoning about 
units within which there is some probability of achieving a 
uniform fiscal policy. 


tivity of environmental factors, it is perfectly 
plausible that a shortage of capital may be 
accompanied by a low marginal productivity, 
and that investors may prefer to lay out their 
money not in the areas where there is a shor- 
tage of capital, but in those where capita) is 
plentiful. 

Hence the difference in economic standards 
can only be overcome by the action of public 
bodies both by creating incentives for the de- 
velopment of backward areas through public 
expenditure and by allowing an adequate ac- 
counting of the advantages which individual 
enterprises present from the point of view of 
the collectivity. It has been remarked in 
fact (17) that in a backward country each en- 
terprise contributes to an extent — that may 
often be considerable — to the improvement 
of the conditions of the existing enterprises and 
of those which may subsequently come into 
being, either by expanding their markets or 
by reducing their costs in a number of different 
ways. For lack of integration, these advantages 
give no yield to the enterprise which creates 
them and cannot therefore become an element 
of the entrepreneurial decisions. Here again, if 
these advantages are to have full weight in 
determining economic development, there are 
two ways to follow: to impute to the entre- 
preneur part of the advantages he creates for 
the collectivity, via the granting of bonuses, 
subsidies etc.; or to cover various enterprises 
with a unified accountancy, so that the advan- 
tages which each of them affords to the others 
show itself in the unified balance-sheet (18). 


6. — The conclusions which can be drawn 
from this summary analysis are the following: 


(i) the problem of economic development 
in Italy, as in all under-developed countries, 
can find no satisfactory solution if it is left 
to the free play of economic forces. To quote 
from a recent F.A.O. report, «a rocket or 
moon-ship must attain a definitely establisined 
« speed of release » before it can escape from the 


(17) MANDELBauM, op, cit., p. 11; P, M. Rosensremn-ropan, 
Problems of Industrialisation of Eastern and South- Eastern 
Europe in « The Economic Journal », June-September 1943, 
p- 207. 

(18) See again the works quoted in the previous note, 
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earth’s gravitational field and become a free- 
moving astronomical object. Similarly, the 
process of development in any country must 
attain a given speed before it can exceed popu- 
lation growth. Only then can it begin to im- 
prove standards of living, reduce excessive farm 
population and help slow down population 
growth » (19). The first impulse must come 
from an expansion of the home market and a 
change in environmental conditions. Fiscal and 
trade policy are not enough to fulfil these tasks, 
but they can however afford a substantial con- 
tribution in the framework of the general 
government policy; 


(ii) Italian conditions, unlike those of co- 
lonial countries, present special problems ot 
inter-regional equilibrium and, at the same 
time, offer opportunities to inter-regional co- 
operation in economic development. The 
national indices of economic activity and capa- 
cities are not a realistic basis for determining 
development possibilities. The existence of an 
industrially advanced area reduces the import- 
ance of the bottlenecks standing in the way 
of a policy of economic expansion. But also 
this inter-regional integration cannot be expect- 
ed to be achieved as a result of spontaneous 
action. By themselves, in fact, the differences 
between rich and poor areas are very likely to 
increase rather than to shorten and the distri- 
bution of factors of production does not follow 
the simple mechanism of elementary theory. 
Here too fiscal policy must play an important 
role, particularly in guiding the regional distri- 


(19) Methods of Financing, op. cit., p. 60. 


bution of public expenditure and the aggregate 
effects of finance on expenditure and enterprise 
towards a relative expansion of the Southern 
markets and the protection of the development 
of Southern industry; 


(iii) the Italian situation makes physical 
bottlenecks to be not very tight, and it makes 
less urgent also the more general limit which 
comes from the size of internal savings (20). 
In fact, the availability of savings sets a rigid 
limit only in conditions of full employment, 
when real income is not allowed to increase in 
a short period. But this is not the case in a 
country like Italy, which has a large amount 
of unemployment and an industry working 
considerably below capacity. Unfortunately no 
attempt has as yet been made to determine the 
levels of income and savings which could be 
achieved in Italy with the full employment of 
the factors that are available now or that are 
likely to become available in the near future. 
Only an inquiry of this kind, accompanied by 
an analysis of the principal physical bottlenecks 
and of the prospects for the balance of payments 
(as they should result from a proper combina- 
tion of fiscal and commercial policies), could 
lead to a concrete determination of the rhythm 
and means of a policy of economic expansion. 


(20) The availability of savings as an inflexible limit is 
stressed for instance by F. A. and V. C, Lutz, Monetary and 
Foreign Exchange Policy in Italy, Princeton University Press, 
1950, p. 19 and by C. Bresciant Turron, The Problem of 
Depressed Areas and the Financing of their Economic De- 
velopment, in « Review of the economic Conditions in Italy », 
May 1950, p. 173. A more flexible view in taken by B. Foa, 
Monetary Reconstruction in Italy, King’s Crown Press, New 
York 1949, pp. 141 ff. 
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1. — Unification, an age-long aspiration of 
Europe. 


The unification of Europe is not — as many 
be inclined to believe — a problem arising from 
World War II. It is an old problem dating 
back hundreds, perhaps thousands of years (1). 
Even since the fall of the Roman Empire, in 
spite of the incorrigible dissensions of her com- 
ponent peoples, the history of Europe points to 
the unquenchable yearning of her scattered 
members to be brought together once more in 
a new and fuller unity, inclusive of areas that 
laid outside the dominion of Rome. 

This unity, that the peoples have desired 
and the most powerful monarchs — from 
Charlemagne to Napoleon — have sought to 
secure in their own interest, was for long cen- 
turies essentially a political one. Following the 
habit of planning the future on the pattern of 
the past, the peoples of Europe saw no other 
way of improving their situation than that of 
reorganising the Empire or something resem- 
bling it, even if with different attribution of 
tasks and different ranks. The economic prob- 
lem was not taken into account because it was 
overshadowed and outranked by the earnest 
desire, that summed up all others: that of 
seeing an authority and an organisation re- 
established that could assure the possibility of 
living peacefully together, to peoples differing 
so widely and yet having so much in common 
as those inhabiting this old Continent. But 
political unity implied economic unity, and 
there can be no doubt that if our forefathers 
had succeeded in building up a_ politically 
united Europe, as other Europeans succeeded 
iM creating, on the other side of the Atlantic, 


__ (2) See Jutius Wor, Vorldufer und Parallelen einer euro- 
paischen Zoll-union (in Hanns Heimann, Europdische Zollunion, 
Reimar Hobbing, Berlin, 1926, pp. 9-22). 


that politically united nucleus which has given 
rise to the Federation of the Stars and Stripes, 
the economic situation of Europe would now 
be totally different from what it is, and the 
whole world would probably by now have 
attained that economic prosperity which is still 
no more than a dream. 

However this may be, the problem of the 
economic unification of Europe or, at least, of 
the formation within Europe of economic 
spaces stretching far beyond the political boun- 
daries of the individual States, and covering a 
large part, if not the whole, of the Continent, 
was clearly envisaged since the opening of the 
nineteenth century. 

The Continental Block, decreed by Napo- 
leon in 1806 and 1807, was already something 
more than a war measure. But as soon as the 
Napoleonic wars ceased, discussions and pro- 
posals for customs’ unions, for the enlargement 
of economic spaces, acquired really exceptional 
activity and extension in’ Europe. And the 
movement, which perhaps Frederick List had 
done more than anyone else to set going, drew 
new vigor from the happy conclusion of the 
German Zollverein. This enabled it to survive, 
in spite of the failure of all the subsequent 
proposals, throughout the century and beyond 
it, acquiring new impulse from the events of 
the first world war. Those events gave rise 
first to Naumann’s « Mitteleuropa » and then to 
the « Pan-Europa » of Coudenhove-Kalergi (2). 

The Genevan League of Nations lacked 
however the courage and foresight to adopt 
from the start a program for the economic 
unification of Europe; and when, in 1930, it 
had to consider Briand’s plan, too much water 
had passed under the bridges of the Rhone and 


(2) See Treopor Heuss, Der Einfluss von Krieg und 
Frieden auf das Europiische Problem, (in the above mentioned 
Européische Zollunion of Heimann, pp. 23-35). 
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too many doubts had arisen as to the executive 
capacity of the League to allow of hopes in 
even a partial achievement of such a plan. 

The second world war, undertaken by Ger- 
many with « Lebensraum » for a slogan, clearly 
aimed at unifying, if possible, the whole, and in 
any case the larger part of Europe under a 
German hegemony, modifying its economic 
structure so as to rationalise its organisation 
and raise its efficiency to the highest attainable 
degree. Deep studies had been undertaken 
with this end in view and were carried on for 
some time during the war so as to draw up an 
elaborate plan for localizing the several produc- 
tive activities, which would certainly have been 
forced on the several countries of Europe, 
which, at the end of the war, would have come 
within the boundaries of the Nazi « living 
space ». 

The result of the war doomed to failure the 
plan of unification conceived by Germany, but 
has led to the realisation of another of similar 
character carried out by the U.S.S.R. Much 
more than half the territory and nearly half 
the population of Europe is now behind the 
iron curtain, and is, with the exception of 
Yugoslavia, undergoing an accelerated and in- 
tensive process of unification, conceived and 
forced on them by the Kremlin, primarily in 
the interest of the Soviet Republics. 

On this side of the iron curtain we have 
the other half of Europe which, for some time 
past, has been feeling in an ever growing 
degree the pressure exercised by the United 
States of America urging them to find the 
strength to overcome their persistent national 
enmities, and to set going as rapidly and 
radically as possible a process of economic 
integration. 

But this pressure is neither enforced by 
adequate coercive measures nor guided by a 
clear vision of the ends to be attained, of the 
requisite conditions, and of the limits within 
which the desired integration could take place, 
and is not likely therefore to last long enough 
to secure practical results. This is partly due 
to the fact that while the U.S. have an interest 
in strengthening Western Europe so as to save 
her from the danger of being absorbed by the 
Soviets, they are not interestd in making her 
strong enough to become a power able to act 


independently and, may be, antagonisticaily in 
the political arena or on the economic and com- 
mercial ground. 

Those to whose interest it would undoub 
tedly be useful to unite politically and complete 
each other economically are the countries of 
Western Europe, whose safety and whose future 
are inextricably bound up with their ability to 
make the necessary effort, and with the results 
they will succeed in achieving in this direction, 
But it takes no great insight to perceive that 
in none of those countries is there a clear per- 
ception of this imperative need, and even 
where the desire for unification exists, the 
governing classes display great timidity and 
show very little ability to overcome the obstacles 
that stand in the way. 


2. — The difficulties that hinder European 
Union. 


The chief difficulty in the way of the 
economic union of Europe is the incapacity 
her peoples have shown in solving the problem 
of living together in peace, that is to say of 
finding the middle way which would allow of 
their preserving their national traditions and 
exercising national home-rule, while at the 
same time accepting a uniform regulation of 
their political and economic life. The pre- 
valence of centrifugal forces within Europe has 
been greatly intensified in recent centuries by 
the formation of the British Empire and by the 
corrosive action that Great Britain has neces- 
sarily exercised on the European continent. 
This action is due to the fact that she has been 
unable to identify herself with continental 
Europe without compromising her imperial 
interests, nor has she been able to allow 
Europe to unify without her, as that would 
have meant for her not only the loss of her 
hegemony but even of her independence. 

It is not our task to enquire if and to what 
extent the historical reasons that have prevented 
the political unification of Europe still exist. 
It is nevertheless our duty to point out that 
if they do, and if there is no hope of seeing 
them overcome or wiped out, then it will be 
vain to hope for economic unification. This 
may within certain limits, and under certain 
conditions, precede and facilitate political 
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union, just as it might arise as a consequence 
thereof; but if the will or the possibility of 
attaining sooner or later an open or virtual 
political unification is missing, then it would 
be vain to hope to introduce a lasting economic 
integration (3). 

Not without reason have those who have 
dealt with these problems stressed the need of 
the close coordination of the economic, mone- 
tary and financial policies of the several coun- 
tries desirous of uniting to form a common 
economic territory. But if such a coordination 
is to be efficient and effective the governments 
of the individual countries must, in practice, 
renounce their full freedom of action, i.e. the 
exercise of their sovereignty rights on all mat- 
ters that directly or indirectly affect financial, 
monetary and economic policy. And this, if 
it does not annul the juridical personality of 
the member States, would nevertheless so 
reduce its content that it would not greatly 
differ from real political unification. 

That economic unification entails the renun- 
ciation by the member States of most of their 
sovereign rights cannot in any case be put in 
doubt today, when economic and_ social 
problems have acquired such preeminent im- 
portance. And this is more especially the case 
with countries like those of Western Europe, 
with advanced and complex economic systems, 
whose amalgamation would give rise to in- 
numerable problems of exceptionally wide 
range, which can only be solved by a single 


(3) « To be really effective and enduring true customs’ 
unions must be based on the elimination of important dif- 
ferences in economic structure, in political and administrative 
organisation, and in the taxation systems of the member 
states; morcover, the authority in tariff matters must be 
delegated to a superior body and the independence of each 
member stringently limited ». J. Putnam, Customs’ Unions, 
Encyclopaedia of the Social Sciences, Macmillan, 1948, vol, 3-4, 
P. 673. 

«From such a conclusion, given that economic union is 
teally desired, the next step logically to be taken is obvious, 
though it may well be politically difficult or even impossible. 
A democratic body must be established, able to make deci- 
sions on these economic matters, and able, moreover, to 
see that they are put into effect without the necessity for 
drawn-out negotiations. If the integration of Europe is to be 
something more than a facade designed to deceive the Ameri- 
cans into continuing Marshall aid, if it is really to be a 
means of re-building Europe's security and economic viability, 
then some form of political federation is necessary ». Pro- 
gress towards Western Union, in « Westminster Bank Re- 
wew», February 1950, p. 15. 


Ill 


organ vested with full powers; 1z.e. neither 
more nor less than by a sovereign super-State 
organ. 

Therefore, as we have said, among the 
many difficulties that stand in the way of the 
economic unification of Western Europe, first 
and foremost ranks the stubborn reluctance of 
the European countries to renounce a conspi- 
cuous part of their sovereign rights, 

Nevertheless, there is no lack of serious 
difficulties even outside the political field, al- 
though in addition to the real ones many only 
seeming ones are added. 

One of the objections most frequently raised 
to proposals for the economic unification of 
Europe is that the several national economies 
are not sufficiently complementary in character. 
It would be — objectors say — «a union of 
peoples producing like things, of competing 
manufacturers, competing moreover under the 
most unfavorable conditions as they are all in 
the same geographical zone, possessing like 
natural resources, similar natural and social 
aptitudes for production, a single limited local 
market, and all located at almost the same 
distance from the other world markets, each 
brought up in a small protected area, duplic- 
ating each other, in immediate contact one with 
the other, in a continent of restricted size from 
which they must escape if they are not to suf- 
focate and mutually destroy one another » (4). 

In our opinion, this objection is only par- 
tially valid. Undoubtedly the union of coun- 
tries whose economies are complementary 
offers the ideal pattern of economic integration, 
and — apart from the obstacle that may arise 
from the possible change of structure that in 
the course of time may become necessary for 
one or other of the member countries —, it 
can only offer advantages which do not cease 
to be such because of the fact that, generally 
speaking, they are unevenly distributed. But 
this does not mean that an economic union 
may not be advantageous even in the case of 
countries whose economy is not complementary. 

On another occasion we have dealt with 
the proposed Franco-Italian customs’ union, 
and we then claimed that the parallel character 


(4) Jacopo Mazze1, A proposito di unione doganale euro- 
pea, in « Economia », July 1930, p. 25. 
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of the two economies was far from excluding 
the usefulness of their integration and might 
even be considered favourable to the success of 
the enterprise, as the absence, in general, of 
excessive disparities in French and Italian costs 
of the same products would allow of the specia- 
lisation of the several concerns in the branches 
of production best suited to each taking place 
without entailing heavy losses on one or other 
of the two countries (5). 

More serious and pertinent is the objection 
raised to the economic unification of Europe 
when it is claimed that it would not solve the 
fundamental problems facing our old Con- 
tinent. « Customs’ unions between countries » 
— Mazzei further writes (6) — are generally 
formed so as to secure a large domestic market, 
assure supplies of food and raw materials, 
produced on a territory forming an economic 
unit. But the problems that our old Europe is 
unable to solve unaided, are precisely: those 
of outlets, for the European markets are unable 
to absorb all her exuberant and growing pro- 
duction; the agricultural problem, as the 
European lands are insufficient for feeding her 
dense population; the problem of raw materials 
many of which are lacking or scanty. There- 
fore, by forming an economic union, Europe 
cannot find assured economic advantage in mak- 
ing the purchases needed to provide her with the 
possibility of production, nor in effecting the 
sales which justify that production. Ever since 
the XVIIth century Europe has been bound to 
the outside world by her need of importing 
raw materials and exporting her products. In 
the XIXth century the need of importing foods 
in order to live made itself felt; and moreover 
the industrialisation of Europe has led to the 
formation, in narrow watertight compartments, 
of many duplicates of England — similar the 
one to the other, tied up with the overseas 
countries by the need of importing raw mate- 
rials and exporting finished products — which 
might be able to breathe more freely if they 
intercommunicated, but would not by that 
means secure food and economic viability ». 


(5) See F. Corpora D’anna, L’Unione doganale italo- 
francese, in « Rivista di politica economica », 1948, pp. 1002- 
1004. 


(6) Loc. cit., pp. 25-26, 


After twenty years these remarks are no less 
true than when the late lamented Prof. Mazzej 
wrote them. It would be a mistake to suppose 
— as many seem to do, — that, if the econo 
mies of the European countries were combined 
in an integrated whole, the fundamental prob- 
lem of our Continent would be automatically 
solved. The problem is that of securing those 
additional supplies of raw materials and foods 
without which Europe can neither run her fac- 
tories nor feed her people. The solution of 
this problem would be facilitated by economic 
integration, which would promote a more ef- 
ficient use of Europe’s natural resources, thus 
reducing the need of supplementary supplies, 
and it would also reduce costs, enabling Europe 
to recover and increase her exports to other 
continents. But as things now stand, with the 
rapid industrialisation of the non-European 
countries, it is not to be supposed that Europe, 
whether economically unified or not, can count 
on outlets or supplies large enough to meet 
her needs unless European economic rehabili- 
tation is matched by the development of the 
economy of the non-European countries which 
still have vast natural resources to exploit. 

This is a matter which should never be lost 
sight of, as otherwise efforts to promote the 
economic unity of Europe would be rendered 
vain by the persistent disequilibrium of world 
economy which might force Europe, to her 
own loss and that of others, to follow an 


autarchic policy (7). 


(7) The European crisis is but the reflection and the 
consequence of the dislocation of world economy in the last 
fifty years. In this connection the answer given by Sir Staf- 
ford Cripps to Mr, Charles H. Kline, Co-Editor of the « U.S. 
News and World Report » is highly significant. Mr. Kline 
asked the British Chancellor of the Exchequer (see the No. of 
December 26, 1949, Pp- 32-37) how he could explain Britain's 
persistent shortage of dollars at a time when her industrial 
output and exports exceeded so notably the prewar figures. 

« It — replied Cripps — is the result of a change in the 
pattern of world trade. Before the war the United Kingdom 
was able to earn enough gold and dollars not only to fill 
the gap in her own direct trade with the United States, but 
to finance the deficit of Canada and of continental Europe 
with the United States. 

She did this partly through the interest she received o 
her investments, her income from shipping and other services, 
partly through the very substantial net dollar earnings of the 
other sterling-area countries (who sold their primary products 
to the United States), and partly through sales of gold. 

Now the investments have to a large extent gone. The 
net dollar earning of the rest of the sterling area have turned 
into a net annual deficit and the gold they produce has 
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But in addition to the difficulties above 
referred to, which are not indeed difficulties 
to be overcome but are rather in the nature of 
limitations and conditions for the economic 
integration of Europe, many real obstacles of 
an economic and social description stand in 
the way of the proposed unification and are 
likely to wreck it. Here it is a question of real 
obstacles, real risks, that the individual count- 
ries will run, and not of mere opposition raised 
by special interests that fear they may be 
injured, as is often seemingly thought or openly 
declared. Undoubtedly opposition of this latter 
kind does exist and it should not be neglected 
or undervalued by politicians. But apart from 
and above special interests there are collective 
ones, both economic and social, deserving of 
the most careful attention for, should they be 
neglected, they might give rise to situations 
which would endanger not only economic 
unification, but the very social and political 
stability of the countries concerned. The eco- 
nomic amalgamation of countries whose eco- 
nomies are as developed as are, generally 
speaking, those of Europe, whose structure has 
been slowly built up in the course of centuries 
on definitely national lines, must be judged, if 
not an impossible, at least an extremely dif- 
ficult task, calling for long continued effort, 
and involving from many points of view 
serious risks. It is therefore one which cannot 
be lightly undertaken, but demands the greatest 
care and circumspection. 


3. — The integration of complex and highly 
capitalised economies. 


When we are told that the extraordinary 
economic progress achieved by the United 
States can be accounted for by the unrestricted 
free trade prevailing on a vast market area 
covering a space equal to that of Europe from 
the Atlantic to the Urals, and with an even 


mainly gone to meet this deficit, It has not been available 
to the United Kingdom for covering her own deficit. 

This all adds up to a tremendous change in our position 
and it explains why with our production onethird higher, our 
exports half as high again, our productivity steadily rising and 
the proportion of our dollar needs which we earn by our 
own exports 33 per cent above what it was before the war, 
we still have the difficulties you mention. It also shows how 
deeply affected the world economy has been by two world 
Wars within 30 years of one another! », 


higher purchasing power, and when the pur- 
pose of this is to convince us of the extraor- 
dinary opportunities we should enjoy if we 
were to succeed in establishing, in Western 
Europe, a single market territorially smaller 
but with almost double the population, we may 
or we may not accept the analogy on which 
this reasoning is based. We know indeed, that 
if we were to pin our faith to analogies we 
could easily come to quite opposite conclusions, 
for countries no less vast and more populated 
than the United States, and whose internal 
trade is perhaps freer than the inter-State com- 
merce of America, have remained for centuries 
at the lowest levels of production and economic 
prosperity, while such small countries as Swit- 
zerland and Belgium have achieved enviable 
progress, and all the countries of West-Central 
Europe progressed and prospered for a long 
time, even in the machine and mass produc- 
tion age, in spite of territorial divisions and 
trade barriers hindering the movement of men 
and goods. 

But if the argument based on a « large 
space » and on «the free movement of goods, 
services and capitals » may give rise to some 
legitimate doubts, and if the analogy drawn 
between the great North American market and 
the market to be set up by amalgamating the 
West European countries may not seem con- 
vincing, there can be no shadow of doubt on 
the impossibility of drawing a comparison bet- 
ween the present situation of Western Europe 
and that of the thirteen States on the other side 
of the Atlantic that a little less than two cen- 
turies ago decided to form a political and eco- 
nomic union; and no comparison can be drawn 
between the difficulties that stand in the way 
of the unification of Western Europe and those 
that then hindered the formation of the United 
States of America. 

The objections and oppositions that seemed 
likely to prevent the birth of the new Con- 
federation were mainly of a political character. 
And although the discussion of that special 
situation does not come within the scope of this 
paper, we may be allowed to remark that from 
this point of view also the difficulties in the 
way of the unification of Western Europe are 
infinitely more serious and harder to overcome 
than those which arose across the Atlantic, 
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among populations long accustomed to living 
under the same rule, the same kind of ad- 
ministration, and therefore inclined by force of 
inertia, to keep to the same paths and follow 
a like line of conduct. This is just the reverse 
of what happens in Western Europe. As the 
Westminster Bank Review rightly remarked 
not long ago «over the last 500 years in 
Europe the periods of war have not been 
conspicuously less than those of peace; and 
now many of the component nations have 
just emerged from a struggle in which 
they expended blood and treasure with the 
sole object of averting enforced integration. 
In these circumstances it will require a great 
change in public opinion to overcome the 
natural suspicion with which any surrender 
of national sovereignty is viewed» (8). And 
in its turn the Swiss Bank Corporation remarks : 
« At all events, no democratic government 
has the authority to relinquish national so- 
vereignty without an explicit mandate from 
its people. That is where the greatest obstacle 
lies » (9). 

But while the difficulties to be overcome of 
a political nature are immense, those met with 
on the economic ground are not less so, and 
perhaps they make it even more difficult to 
clear the way for the unification or, as some 
say, the integration of the several countries of 
Western Europe. And this is due precisely to 
the fact that we are dealing in their case with 
countries of advanced civilisation, with comp- 
lex economic systems, whose structure is the 
result of the evolution of centuries, which has 
obeyed strictly national requirements in the 
economic and demographic no less than in the 
military and political field. 

This vital aspect of the problem has evident- 
ly not claimed sufficiently the attention of the 
leading advocates of European economic inte- 
gration. They have seemed and still seem to 
think that a little goodwill would suffice with 
the assistance of E.C.A. to amalgamate the 
economies of eighteen or nineteen European 
countries as if we were dealing with primitive 
scantily peopled areas, producing raw materials 


(8) Progress towards Western Union, in « Westminster 
Bank Review », February, 1950, pp. 12-13. 

(9) Supplement to the Swiss Bank Corporation Bulletin, 
No. 19, February 1950 (Is Integration Feasible?). 


intended mainly for local consumption, which 
could not be replaced as such by similar goods 
produced in other parts of the economic union 
to be formed. 

Such was indeed the situation in the thirteen 
countries which formed the nucleus of the 
United States of America. Nor was the situa- 
tion of the German States which in the middle 
of the XIXth century formed the Zollverein 
and later on the German Empire, a very dif- 
ferent one. Now, it is obvious that under such 
conditions, even if the economies of the menm- 
ber countries do not possess that markedly 
complementary character that some writers con- 
sider indispensable for the success of an eco 
nomic amalgamation, unification will not meet 
with very strong opposition because it will not 
greatly endanger vested interests and will not 
risk causing severe losses, at least in the case 
of existing activities. The only negative side 
of an economic union carried out under such 
conditions would be that each participating 
country would have to relinquish economic 
policies likely to develop its own specific 
productive possibilities on lines which might 
run counter to the general interest of the union, 
or of that country or group of countries that 
might acquire preeminence in the political 
leadership of the Union. But it is evident that 
the renunciation of such a future and vague 
possibility would not be likely to have much 
weight in forming decisions relating to unif- 
cation. 

But the situation is very different in the 
case of countries which have acquired a definite 
physiognomy of their own, which have already 
developed their economies in definite directions 
to meet specific needs arising in the course of 
their history, and which have therefore acquired 
equipment suited to these needs and develop 
ments. For them economic unification, that is 
the amalgamation in a larger political and eco 
nomic organisation, inevitably entails marked 
structural changes. Certain activities are n0 
longer required and can no longer survive in 
the enlarged space; others will be found super 
fluous or ultra-marginal and will have to be 
curtailed; while for others again unification 
will afford wider and more favourable con- 
ditions and they will have to be enlarged. All 
this will entail shifting labour from one area 
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to another to meet the altered opportunities 
for employment, accompanied by the migration 
of family groups. It needs no great insight to 
realise that each of these structural changes will 
be accompanied by economic loss of capital 
invested in enterprises no longer required with 
their accompanying equipment of houses, 
public buildings, means of communication, 
public utilities, serving localities which will 
either lose or reduce their population or forfeit 
their opportunities for growth (10) and by that 
lowering, even if only temporary, of total 
roduction that inevitably accompanies such 
displacements. Nor should we neglect the fact 
that while there is a more or less great waste 
of capital for the aforesaid reasons, the need 
of new capital for opening new and enlarging 
existing plants in the most suitable localities is 
enormously increased as a result of the amalga- 
mations and structural changes that unification 
entails. Capital is also needed for the develop- 
ment of public works and services required by 
the increase of business and the growth of 
population in those areas which benefit by the 
new conditions. We need hardly add that here 
again the problem may offer aspects which are 
far from negligeable and lead to far from 
favorable results if, as is very likely, available 
capital is insufficient, or if, as is also possible, 
the sudden change in outlook should cause the 
beneficiaries to lose their sense of proportion, 
or if, for any other reason, the rapid changes 
should give rise to booms inevitably followed 
by slumps. 

When all this is borne in mind, not only 
shall we see that it is inevitable that plans for 
unification or economic integration arouse op- 
position and are received with reservations, 
both by business men and the governments con- 
cerned, but we shall also perceive that their 
opposition plays a necessary and irreplaceable 
part in protecting the general interest, and that 
it is essential that those on whom rests the 


(10) « Omelettes cannot be made without breaking eggs, 
and increased specialisation cannot be achieved without destroy- 
ing some existing trades. Governments must therefore be 
feady to move resources out of distressed industries to those 
that may now expand (including plans to move skilled work- 
men from one country to another, if this be desirable and if 
they Want to go) ». (Arrnur Lewis, The principles of economic 
planning, Appendix I, On Economic Union, pp. 116-17). 


responsibility of taking decisions, avoid ill- 
advised superficiality or undue haste (11). 

Otherwise, not only would large groups of 
business men suffer unfair loss in every country, 
but the attempt at unification would definitely 
fail. 

When speaking of the opposition raised to 
plans for economic integration, the gencral 
tone is one of disapproval of such attitudes on 
the ground that they are inspired by regard 
for special interests, as though people had not 
a right to defend their own interests; or else 
the opposition is held to be contaminated with 
economic nationalism, as if it were the duty 
of each country to sacrifice itself for the good 
of others, whereas its duty should be that of 
raising to the utmost its own prosperity along 
with that of others, and to do its utmost to 
avoid being injured by the actions of outside 
activities. If internationalism is to be sincere 
and effective it must not be based on the absence 
or the mortification of national interests, but 
on securing a right balance between the interests 
of the several countries, just as, in a well 
organised community, within each country, it 
is not necessary to cancel individual interests, 
nor to renounce the effort to defend personal 
rights; what is necessary is to contain the 
protection and defence of individual interests 
within certain limits so as to avoid that they 
injure the rights of the community as such. 
And the respect of these limits is much more 
efficiently and resolutely assured by the action 
taken by all the individual interests concerned 
to resist usurpation and defend their rights than 
it is by the generous but unfortunately to a 


(11) « Nobody denies that if production were reorganised 
to supply a home market of 280 million consumers, the whole 
economy of Europe would be much more efficient. In the 
long run integration would bring enormous benefits. But in 
the short run, unless sound precautionary measures were taken, 
wide-spread disaster would be certain. To keep its people 
employed, every country in Europe is making some products 
other countries could supply more advantageously. Italy, for 
example, has to provide for a natural increase of population 
of 500,000 yearly, All these cannot find work in agriculture. 
So Italy is building up many new industries, even though this 
means importing both coal and iron ore. Europe as a whole 
does not need these industries, If the Italian home market 
were not protected, they would perish. So, sudden integration 
would turn hundreds of thousands of works all over Europe 
into useless junk, and deprive millions of workers in sheltered 
industries of their livelihood ». (Is Integration Possible?, in 
« Supplement to the Swiss Bank Corporation Bulletin », 
No. 19, February 1950), 
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large extent ineffective declarations of altruistic 
and self-sacrificing principles. 

Therefore, instead of stigmatising the ever 
more outspoken and resolute opposition now 
coming to the fore against the plans for the 
economic integration of Western Europe, 
against the efforts to give effect to the measures 
taken for the liberalisation of inter-European 
trade, and, no less definitely, against the 
proposed European Payments Union, it would 
seem advisable to make an objective analysis 
of the real difficulties that stand in the way 
of carrying out such measures. We should 
study the risks they would entail on the several 
national economies, and probably also on the 
whole economy of the group of countries con- 
cerned, and the losses that would inevitably 
accompany any form of unification (12). A 
careful examination of these far from neglige- 
able aspects of the problem could not fail to 
afford valuable suggestions, pointing to the best 
way of conducting a work which may seem 
simple to superficial observors, but which will 
require much time and an unprecedented col- 
lective effort to bring it safely into port. 


4. — Need of unifying or at least harmonising 
the monetary, economic and social policies 
of the several participating countries. 


The highly complex economic structure of 
West European countries, and the markedly 
individual character of each of them, arising 
from the special conditions of their national 
life, and from their historical development, are 
not however the only, and perhaps not the 
most serious, difficulties in the way of their 
economic integration. Other and perhaps more 
serious ones, not always taken into due con- 
sideration, arise from the divergent monetary, 
economic and social policies now followed by 
each of the countries which should form part 
of the proposed European Union. The remarks 
made on this matter in a recent volume by 
Hawtrey are not without significance for they 
are founded on facts. He gives an account of 


(12) R. G. Hawrtrey, in Western European Union - Impli- 
cations jor the United Kingdom, London, 1949, p. 76, recently 
wrote: 

« The new distribution of productive power may or may 
not be an improvement in the long run, but the transfer in 
itself is certain to cause loss ». 


the conclusions reached by a group of specialists 
appointed by the Council of the Royal Institute 
of International Affairs, to study the problems 
that the proposed union of the West European 
Countries has brought forward. 

One of the major difficulties in the way of 
the efficient economic integration of those 
countries is the diversity of the economic and 
social policies followed by each, or, to use 
Hawtrey’s expression, the different degree of 
austerity observed by each. It is not indeed 
possible to think of economic integration with- 
out raising the problem of suppressing the 
restrictions now placed on trade relations and 
currency transfers. Now, it is clear that these 
restrictions cannot be removed without giving 
rise to drawbacks which could not long be 
stood if the causes that made it necessary to 
introduce and continue them are not first 
eliminated. 

Nevertheless, Hawtrey remarks: «If all were 
applying the same degree of austerity (and if 
economic conditions were in other respects suf- 
ficiently nearly homogeneous), their restrictions 
against one another might be wholly aban- 
doned, and the production and disposal of 
restricted commodities dealt with for their com- 
bined territories as a single unit. But the degree 
of austerity imposed varies widely from one 
country of Western Europe to another. It 
would be quite impossible to enforce the British 
system of controls in all its rigour on Western 
Europe, nor could Great Britain afford to 
relax the controls on which her solvency 
depends » (13). 

The position thus taken by Hawtrey and 
by the Committee of Experts who examiaed 
the matter with him, may seem at first sight 
not so much the expression of an impartial 
opinion as the result of that special British 
mentality which excludes even the idea of a 
possible adaptation of their own line of com 
duct to that of others. But we should not let 
ourselves be led astray by this impression a, 
even if the completely negative attitude taken 
by Hawtrey may not be accepted by us, never 
theless we cannot but recognise on the one hand 
that the condition essential for the success of 


(13) R.G. Hawrrey, Western European Union - Implict 
tions for the United Kingdom, Royal Institute of Internanonal 
Affairs, London & New York, 1949, p. 70. 
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an economic union is the coordination, if not 
exactly unification, of the monetary, economic 
and social policies of the several countries. So 
far as we know, this is a need universally 
recognised by all who have dealt with this 
problem, and it must also be admitted that this 
unification or coordination is probably more 
difficult today than it would have been 35 or 
50 years ago, and more difficult in the case of 
the countries of Western Europe than in that 
of any other group of countries, 

The cause of this particular difficulty, arises 
from the fact that ever since the beginning of 
this century the differences in the monetary, 
economic and social policies of the several 
countries have become more and more marked 
and are probably more so in the Western 
European countries than elsewhere. 

Strange as this may seem, students and 
business men who have so far busied themselves 
with the proposed economic integration of the 
Western European countries, have paid little 
attention to the substantial changes that have 
occurred in the last fifty years in the structure 
of world economy and to the marked reactions 
that these changes have had precisely on those 
countries which should form the proposed 
Western Union. Nor has more attention been 
paid to the event which, in a certain sense, 
has been at the centre of these changes and 
reactions, of which it is both effect and cause: 
that is to say the disappearance of the gold 
standard system. 

It has indeed been repeatedly and insistently 
noted that in the absence of a convertible cur- 
rency system, like that assured by the gold 
standard, it is impossible to think of a return to 
multilateral trade; and that under a system of 
bilaterally balanced trade and of inconvertible 
currencies it is useless to talk of world economy. 
It has also been noted that with the disap- 
pearance of the gold system, an important factor 
iN securing, not only the balance, but the uni- 
formity of the economic activities of the several 
countries has been lost. Nevertheless, very few 
have enquired whether the disappearance of 
is important factor for unifying and balanc- 
ing international economic relations and the 
failure of all subsequent attempts to restore it, 
may not be due to some deeper seated and 
substantial cause than the mere unbalance of 
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the international payment accounts to which 
they are generally ascribed. 

Very few have enquired whether, after all, 
this explanation, so generally accepted, does not 
need in its turn, to be explained, for if the 
gold system had been allowed to work, it 
would of itself have reestablished the equi- 
librium of all the international payment ac- 
counts; and it would do so today, in spite of 
the terrifying proportions in the disequilibrium 
of the international payment balances if it 
were possible to reintroduce in their full 
extent, the so-called «rules of the game», 
i.e. the respect of those unwritten engage- 
ments, inscribed in no law and contem- 
plated by no international agreement, but 
which most of the civilised countries had been 
led to observe as a result of convergent interests, 
and which formed the system known to history 
as the « Gold Standard » system. 

The fact is that behind the unbalance of 
the international payment accounts there is 
something much deeper seated and more sub- 
stantial; there is the dual internal and inter- 
national economic unbalance that exercises a 
decisive influence on the development of con- 
temporary economic life, on the development 
of internal and international economic relations, 
and on the economic and monetary policies 
of all the countries. 

A whole series of circumstances that cannot 
here be adequately illustrated but which are 
generally known and understood, jointly with 
the well known consequences of two world 
wars within a period of thirty years, the rapid 
and gigantic growth of North American econ- 
omy and the industrialisation of most of the 
countries which formerly provided outlets and 
sources of supply for Western Europe, have 
produced a world split whose exceptional gra- 
vity was long unperceived, and which even 
now many fail to realise. 

The production of the most far flung count- 
ries of the five Continents has suddenly lost 
that complementaryness that characterised it 
and on which depended the possibility of 
balancing, by means of a very complicated net 
of multilateral-exchanges, the debts and credits 
of each country, and depended also the pos- 
sibility of providing, in a measure not always 
satisfactory but hardly ever quite insufficient, 
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to the essential economic needs of the producing 
countries. Even if the XIXth century was not 
that age of gold that many now like to tell 
of, and if there was even then no Jack of serious 
difficulties and untoward events in the eco- 
nomic and social field, it is nevertheless 
undeniable that during that century economic 
life functioned with a degree of efficiency 
that now seems well-nigh miraculous, not- 
withstanding the truly portentous progress that 
has been made from other points of view. 
While technological progress has attained in 
the last 50 years even more impressive propor- 
tions than those that characterised the famous 
period of the so-called industrial revolution, 
there can be no doubt that, on the other hand, 
the structure of the several national economies 
and of world economy as a whole, and the 
fundamental conditions for the regular and 
efficient working of national and international 
economic relations, as also the system regu- 
lating the mutual relations between nations and 
between social classes, have substantially dete- 
riorated and tend to become tenser rather than 
to improve. 

Now, as already stated, it is just in this 
fundamental deterioration of the conditions 
that formerly assured a high degree of econo- 
mic equilibrium, accompanied by the excep- 
tionally efficient working of national and inter- 
national economic relations, that we must seek 
the reason of the disappearance of the gold 
standard and the failure of all attempts so 
far made to restore it. 

But this is only one aspect of the serious 
problem facing us. No less interesting js that 
of the historic evolution during this first half 
of the XXth century which, with the disap- 
pearance of the unifying action of the gold 
system (14) and the break down of international 
economic relations has led to a phase of pro- 
gressive separation and diversification of the 
economies of the several countries at the very 
time in which the growing economic and social 
difficulties within each country have called for 
the ever more frequent intervention of the 


(14) «On the economic side, the disappearance, of the 
international gold standard after the first world war meant 
the end of a unifying influence in the business life of Europe » 


(Progress towards Western Union, in « Westminster Bank 


Review », February 1950, p. 13). 
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State, thus conferring on the monetary, eco. 
nomic and social policies of each country a 
special physiognomy of its own arising from 
the special conditions, existing in each of them, 

Briefly, to sum up the events of the lag 
50 years, we may say that the process of 
economic internationalisation and unification 
which characterised the XIXth century, and 
seemed destined, through ever closer inter. 
dependence and the community of interests to 
which it gave rise, to open an era of unlim- 
ited prosperity and peace, has suddenly been 
replaced — apparently as a result of World 
War I, but really due also to conditions and 
developments that were making themselves 
felt before it — by the reverse process of ever 
greater and deeper separation and diversificat. 
ion. It is hardly necessary to call attention to 
the importance of this involution. Europe, 
which had been the centre of the former 
process leading to a unified, organised and 
operative world economy (due essentially to 
European enterprise and chiefly at the service of 
European interests and vital needs), is now un- 
able to avoid the effects of the opposite 
process still evolving, and which, in her case, 
entails the most serious and well-nigh insuper- 
able difficulties. 

These considerations show that the econo 
mic integration of Europe now planned, amo- 
unts substantially to a last and supreme effort 
to save so important a part of the world from 
the decline and ruin which so evidently thre 
atens it. The effort is to arrest and reverse, 
within the narrow circuit of Western European 
territory, that process of diversification and 
contraposition which so evidently characterises 
the present stage of world economic develop 
ment. Now, no one can fail to see how difficult 
and arduous must be the task of carrying out 
such a program on the limited area for which 
it is planned, at a time when there is no reason 
to believe that a like inversion will take place 
simultaneously in the other parts of the world. 

Nor is this all. The diversification proces, 
whose importance and bearing we have tried 
to outline, has taken place — and to what aa 
extent! — within Europe herself, and mor 
especially in those countries of Western Europe 
which the E.C.A. is now assisting and who 
are precisely those in need of securing rapid, 
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and as far as possible, complete economic 
integration. If, as we have seen, and as we 
shall soon see still more clearly, economic in- 
tegration demands complete coordination, and 
an almost complete practical unification of the 
monetary, economic and social policies of all 
the participating countries, one can clearly see 
that never could such a task be undertaken 
under more unfavourable conditions than those 
now prevailing. It entails retracing backwards 
the road along which the countries have been 
travelling for the last 50 years in their march 
towards diversification; and this must be done 
in a century in which it is more than likely 
that the same factors will continue to act which, 
both outside and inside Europe, replaced inter- 
nationalism and uniformity by economic diver- 
sification and nationalism. 

So far as we can see, in no part of the world 
can there be found fundamental conditions so 
diverse as those prevailing in this furthest 
corner of the European Continent. And this 
fact could not have been more clearly shown, 
could not have been made more evident than 
it has been — such is the irony of fate — by 
the most sincere and earnest attempt at in- 
tegration that has been made in this post-war 
period. If ever two countries have really and 
deeply desired in this period to integrate their 
economies, those two countries, have undoub- 
tedly been Belgium and Holland. But if the 
choice was to fall on two countries whose 
economic structure, whose mentality and whose 
respective monetary, economic and social po- 
licies were at the antipodes, then the choice 
would also undoubtedly have fallen on Bel- 
gium and Holland. And if this has not preven- 
ted Benelux from achieving already notable re- 
sults, this experiment, so prudently made in 
this first post-war quinguennium, is full of 
precious lessons which it would be really 
criminal not to take into due account in the 
attempt we are preparing to make in the direc- 
tion which should include pretty nearly the 
whole of Western Europe. 

The first lesson to be drawn from the 
Benelux experiment is that the preliminary 
condition essential for any economic integra- 
tion is the concordance and, within certain 
limits, the uniformity or even the unification 

the monetary, economic and social policies 


followed by the participating countries. This 
concordance and uniformity would not present 
serious problems if it were a question of uniting 
countries all practicing the Jaissez-faire policy, 
for in such a case there would be no discrepance 
or antimony to overcome, but the most serious 
difficulties are encountered when the countries 
that are to be integrated follow policies partially 
liberal and partially state-controlled; and also 
when all the countries to be integrated are fol- 
lowing State controlled policies, unless those 
policies are mutually compatible. « A union 
between Jaissez-faire peoples — Arthur Lewis 
writes — is easy to achieve, because each of the 
peoples knows that the federal authority will 
pursue the same sort of economic policy that 
its own national government would have pur- 
sued. But a people that favours planning can- 
not live in the same federation with a people 
that favours /aissez-faire. And even the peoples 
that favour planning cannot agree on a federa- 
tion unless the types of planning that they 
favour are broadly similar » (15). 

As we see, Lewis starts from the assump- 
tion that «an economic union cannot long 
operate without friction unless it become a 
political federation »: an assumption which we 
share to a large extent. But even setting aside 
this aspect of the matter and restricting our- 
selves to the hypothesis of mere economic in- 
tegration, Lewis’ statements lose none of their 
value. 


5. — The economic integration of such count- 
ries as those of Western Europe is a long 
and very difficult task and must therefore 
be faced with tenacious energy and full re- 
alisation of the difficulties and risks imp- 
lied and the costs entailed. 


In the preceding pages we have tried to 
make a careful and realistic study of the 
problems related to the proposed economic in- 
tegration of Europe, of the difficulties of all 
kinds that will have to be met, of the far from 
negligeable risks involved and, last but no least, 
of the inevitable costs, not only economic but 
also psychological and political. Such integra- 
tion will mean loss of capital consequent on 


(15) Op. cit., p. 119. 
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abandoning or rendering partially useless in- 
dustrial or agricultural enterprises, public works, 
trading equipment, public utilities; it will mean 
losses due to uncertainty and to the impedi- 
ments arising from the passage from one eco- 
nomic structure to another; and finally the upset 
and moral suffering that accompany migrations 
and the long and painful adjustment of emi- 
grants to other languages, other environments 
and way of life. When a calm and impartial 
study is made of all this, as we have tried to do 
in considering the leading points in these pages, 
there will certainly be no room for easy-going 
optimism or for the superficial opinions which 
fill the pages of so much of the official writing 
and of the academic literature on the subject. 

Faced by the alternative of stating the prob- 
lems of economic integration in practical terms 
(facing them on the practical ground of speci- 
fic agreements and prudent arrangements for 
reducing efforts and tensions, and graduating 
achievements to adjust them to practical pos- 
sibilities), or of rushing to the assault moved 
by quixotic sentiments, to carry out flowery 
programs based on unreal assumptions, sim- 
plifying everything to follow the so-called dic- 
tates of economic theories; the preference has 
been and still is given as a rule to this latter 
system. 

And, if a choice were possible, there would 
be no reason to opt, @ priori, for the path that 
is the slowest and most difficult instead of 
treading what seems to be straight and easy 
way. Unfortunately, it is just the possibility 
of making a choice which is missing. It is not 
possible to set up a policy of laissez-faire in all 
the countries that should form part of the 
proposed Western Union. There is no pos- 
sibility that a plan of this kind be willingly 
accepted by the aforesaid countries, not even 
by those who are most inclined to accept the 
ideal of a liberal policy. Had Holland accepted, 
in the case of Benelux, to an integration of a 
liberal description, entrusted to the free play of 
economic forces, it is far from certain that 
Belgium would have agreed to do so, though 
her trend is certainly more liberal than that of 
Holland and though her economic structure is 
better suited to such a trend. But she also has 
to meet problems which cannot be solved by 
such methods, or which at least need time and 


prudent arrangements before a satisfactory 
solution can be found. 

It is certainly no easy matter to convince 
people whose convictions or whose tempera- 
ment lead them to deal in abstractions and to 
minimise practical difficulties, that the shortest 
way, that of automatism and «come what 
will », is not practically possible and that even 
if it were, it would not be advisable to follow 
it. But there is no doubt that if one day the 
economic integration of Western Europe will 
emerge from the world of wishful thinking 
and eloquent speechifying to enter the arena of 
practical achievement, and if this achievement 
is not to be the result of external compulsion, 
by whomsoever or howsoever exercised, it 
would be in the best interests of all to follow 
the longer path, proceeding gradually and with 
due precautions, rather than trusting to the 
uncontrolled and indiscriminate play of eco 
nomic forces. 

We would even go so far as to say that if, 
during a first stage, guided by a superficial 
and indolent mentality, backed by total indif- 
ference to the losses inflicted on the peoples 
concerned, the forces working for compulsory 
integration were to select the automatic way 
of realising their intention, they themselves 
would soon be obliged to see the need of chang- 
ing their direction. For, unless the deliberate 
intention be to ruin oneself and others, it is 
essential, in the first place, to reduce to a mini 
mum the losses while securing the maximum 
advantages of integration. And however con- 
fident one may be in the efficiency of natural 
forces, it would seem difficult to prove that 
losses can be minimised and advantages max- 
imalised by a fatalistic policy like that of /atssez- 
faire, rather than by resorting to a conscious 
and rational adaptation of means to ends. 

We are well aware that the acceptance of 
such a point of view and of all it implies still 
meets with marked resistance and is still far 
off. Nevertheless truth is slowly making 
headway, as is shown by the Second Report of 
the O.E.C.E. After asserting the need of increa- 
sing European productivity and of restoring 
for this purpose, and as far as possible, the st 
mulus of international competition, freeing trade 
from present restrictions and facilitating inter 
European payments, the Report not only has 











tens to point out that these measures would 
do nothing to solve the fundamental problem 
of dollar scarcity, (par. 721) but goes on to add 
that the countries of Western Europe « cannot 
roceed too far on the path of liberalising trade 
should such policies threaten to cause them 
serious payment difficulties ». And should the 
payment difficulties be solved, an obstacle of 
primary importance would still remain. « The 
measures for developing specialisation in Wes- 
tern Europe will have salutary effects on the 
economy of each country taken as a whole, but 
at first they will inevitably entail disparities 
and raise very serious problems of adjustment. 
Some sections of the population will be injured 
by the reappearance of competition: their 
means of livelihood, or at least their present 
standards of living, will be endangered. The 
fear that these adjustments will entail the loss 
of large jnvestments may lead to serious resis- 
tance to the suppression of quotas. Whatever 
the disinvestments may be that the liberalisation 
of trade and the growth of specialisation may 
bring about, it seems probable that the par- 
ticipating countries will be affected in varying 
degrees. These problems cannot be set aside 
by alleging that they are raised only by the 
selfishness of special interests and do not con- 
cern the general prosperity of Western Europe, 
nor their own future. The member Govern- 
ments are pledged to maintain a high and 
steady level of occupation. If, as a result of 
the liberalisation measures, serious and _persis- 
tent unemployment should arise, one of the 
main objectives of the European Recovery 
Program would be endangered» (par. 724). 
«The problem facing Western Europe is not 
that of restoring conditions prevailing prior to 
1914. Many things have changed since then. 
Governments are vested with much wider 
powers for acting on the evolution of the eco- 
nomy, and they are pledged to maintain a high 
and steady level of employment and to assure 
their peoples a certain degree of economic 
security. The closer integration of the eco- 
nomies of Western Europe would mean reac- 
quiring the advantages inherent to the speci- 
alisation and competition prevailing before 
1914, thus avoiding both unemployment and 
economic insecurity » (par. 726). « The solu- 
tion of such a problem is not easy. The transi- 
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tion period towards freer exchanges should not 
be accompanied by serious unemployment or 
privation for individuals. The plans should 
also be devised so as to assure rapid recovery 
from future threats of large-scale localised un- 
employment. In future, the fluctuations in the 
level of occupation can no longer be used as 
the means for restoring international equili- 
brium as they were in the past. Moreover, gold 
reserves are now much smaller than they were 
before 1914 in relation to the volume of trade 
to be financed; and until they have been rebuilt 
gold movements will not be able to supply the 
necessary breathing time for adjustments. The 
liberalisation measures and a certain degree of 
trade when once acquired will, under the special 
conditions of our age, require that the Govern- 
ments act in consultation, cooperating more 
closely than in the past » (par. 727). 

In any case, integration cannot be given 
effect all at once. «It is impossible suddenly 
to repeal all the trade restrictions. Such action 
would give rise to a degree of disorder, loss of 
production, and unemployment whose conse- 
quences would far exceed the advantages that 
might be secured in other ways. It is therefore 
essential to proceed by degrees» (par. 730). 
Nor, on the other hand, can we blind ourselves 
to the dangers that a process of integration 
entails even if carried out gradually and very 
prudently. Provision must therefore be made 
for the possibility of having to reverse the 
process should this be found necessary, just as 
is done in the case of the decisions taken by 
the Council of the O.E.C.E. on January 31 of 
this year, which state: « in case the suppression 
of quantitative restrictions should give rise to 
serious economic troubles in one of the Member 
Countries, the Government of that country is 
entitled to modify the regime agreed on after 
informing the Members concerned and the 
Organisation of the changes it proposes to 
adopt. Consultations should also be held 
among the Members concerned, and with the 
Organisation with a view to seeing whether 
other measures could not be taken to meet the 
situation ». No less significant is the statement 
contained in the same decision about the ad- 
visability that « the Governments of the Mem- 
ber Countries should compare their financial, 
economic, social and customs’ policies and their 
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investment policies so as to assure that coordi- 
nation which may seem necessary for the 
realisation of closer economic and monetary 
understandings between them ». 

We can thus see that truth is beginning to 
make some headway, as we have said, and 
good sense is at last being listened to. There 
are indeed some who regret this, fearing that 
it will lead to the prevalence of trends running 
counter to their ideologies or to their theoretical 
preferences. But Europe and the World can 
only rejoice that this is so, and must hope that 
the period of improvisations and experiments 
doomed to failure, which has already lasted 
too long, will make way for a period of positive 
constructive work which cannot consist only, 
and not even mainly, in removing existing 
embargos, restrictions and controls, but should 


accompany the gradual suppression of the 
checks and controls by effective, and as far as 
possible, timely action tending to avoid or alle. 
viate the losses entailed by structural changes; 
and above all to avoid the blind and unfair 
distribution of advantages and drawbacks, 
profits and losses arising from economic inte- 
gration as among participating countries, throw- 
ing some to the dogs, while creating for others 
an unjustifiably privileged situation. 

The task is certainly no light or easy one. 
But it is obvious that only by offering to each 
participating country the assurance that in no 
case will it be called on to suffer losses that far 
outweigh the benefits it will receive, can we 
hope to set going a movement of long duration 
and exceptional range, such as that of the eco 
nomic integration of Western Europe. 
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The purpose of this survey is to illustrate the 
several items of the balance-sheet of the Bank of Italy, 
to put into relief the more notable variations that 
have occurred from 1938 to 1949, with special reference 
to post-war developments, and to point out rapidly the 
more immediate causes. To facilitate matters for the 
reader we have shown in Table I the situation of 


the Bank in 1938, 1942, 1945, 1946, 1947, 1948 and 
1949- 


1. - ASSETS 
Gold in hand. 


The gold holdings of the Bank of Italy are still en- 
tered, under the first item on the balance-sheet, at their 
1936 parity of 1 kg. fine = 21,381,227 lire (1). The 
price at which the Bank of Italy makes its gold pur- 
chases is however based on the dollar exchange rate 
(see note (a) on Tab. II). Therefore, in view of the 
variations in the lira-dollar exchange rate, the purchase 
price of gold, expressed in current lire, has in these 
last few years come to differ more and more widely 
from that of 1936. Under these conditions when, in 
1949, the Bank of Italy made some gold purchases, 
it had to open a special sub-account, described as 
counter-value of gold purchased, under which the 
difference between the sum actually paid in lire for 
the purchase, and the figure imputed to the gold 
reserve, was entered (See Table II) (2). 

The Italian gold reserves which at the end of 1938 
amounted to 171.8 tons of gold fine, were reduced 
to 128.1 tons at the end of 1939 and to 106.7 tons at 
the end of 1940. In 1941 and 1942 they increased as 
a result of operations with the Bank of International 
Settlements and the Swiss National Bank, but then 
the downward trend was renewed. At the end of 
1943 the gold reserve stood at 120.4 tons of which 
only 104.6 were entered on the balance-sheet (as 
against 125 tons at the end of 1942). 1944 witnessed 
the removal of the gold by the Germans (72.2 tons) 
and the settlement of the operations with the Bank 


(1) This will evidently have to be changed when Italy de- 
clares her lira parity to the International Monetary Fund. 

(2) The balance of the Gold in hand does not include the 
30 million dollars of gold purchased in the U.S. in 1947 against 
dollar payments and deposited in Washington prior to the 
Payment to be made to the I.M.F., when the official parity 


of the dollar will be announced. This item is now included in 
balances abroad. 


of International Settlements and the Swiss National 
Bank, to whom 15.8 and 10.8 tons were returned 
respectively. Thus, at the end of 1944 the gold 
reserve of the Bank of Italy was reduced to 21.6 tons 
only, the lowest level ever touched. 

In 1946 there was a first increase of 2.8 tons, fol- 
lowed by the striking increase registered in 1948 (34.2 


GOLD IN HAND 


Taste Il 


Counter- 
value of 
gold 
purchased (b) 


Gold in | 
hand (a) 


Gold in 


| End of 
| hand 


year 


Total (c) 


metric tons 


millions of lire 
| 

1938 | 
1939 
1940 
1941 
1942 
1943 
1944 
1945 
1946 
1947 
1948 
1949 


3,674 
2,738 
2,282 
2,349 
2,673 
2,237 
463 
463 
523 
525 
1,256 
4,224 


171.8 
128.1 
106.7 
109.8 
125.- 
104.6 
21.6 
21.7 
24.5 
24.6 
58.8 
197.6 


1,633 
96,282 100,506 

(a) The gold in hand is entered at the price of L, 21,381,227 
per Kg. 

The purchase price of gold of L. 21,381,227 paid by 
the Bank of Italy per Kg. of fine gold (bullion) in bars of 
more than g00/1o00 as from 5-10-1936, was raised to Li- 
re 112,527,532" on 1-6-1945, and to Lire 253,186,947 on 
21-3-1946, Between October 10, 1947, and the end of April 
1948, it fluctuated between a minimum of Lire 552,510,182 
and a maximum of Lire 678,541,017, and was then stabilised 
at Lire 647,033,309 from May 1948 to September 19, 1949. 
Since October 1949, the price of gold is fixed by the U.I.C. 
Since then it has fluctuated between a minimum of Li- 
re 702,181,173 and a maximum of Lire 711,018,000, closing 
at the end of 1949 at lire 702,707,430. 

(b) The countervalue of gold purchased refers to the differ- 
ence between the total expenditure on purchase at the price 
paid by the Bank of Italy and the portion entered at the 
parity price of gold in hand, 

(c) The total refers to the sum of the two previous series. 
The difference between the countervalue in lire of the gold in 
hand (column 2) at the price paid by the Bank of Italy (cross- 
rate between the official U. S. dollar exchange rate and the 
official price of $ 35 per troy oz. and the total (column 3) 
gives the available revaluation balance available, on the 
assumption that the new lira parity be fixed in relation to the 
Bank of Italy price for gold, The result of this operation 
reckoned for the end of 1949 would place the value of the reva- 
luation balance at 38,320 million lire (gold calculated at the 
price of 702,707,430 lire per Kg. fine). 
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Oro in cassa . 
(Gold in hand) 
Credito sull’estero 
(Credits abroad) 


Oro depositato all’estero do- 
vuto dallo Stato alla Banca 

(Gold deposited abroad due 
to the Bank by the State) 

Ce. &.. «ss 

(Cash in hand) 

Portafoglio su piazze italiane 


(Inland bills) 


Effetti ricevuti per l’incasso . 
(Bills for collection) 


Anticipazioni . . . . 
(Advances to customers 


Prorogati pagamenti alle 
stanze di compensazione 
(Deferred payments to Clear- 

ing Houses) 
Disponibilita in divisa al- 
l’estero i ae Sew 
(Balances abroad) 


Titoli dello Stato o garantiti 
dalio Stato . a, a a 

Investments (Government and 
Government guaranteed se- 
curities owned by the 
Bank) 


Immobili per gli uffici 
(Premises) 


Debitori diversi 
(Sundry debtors) 


Partite varie . , 
(Sundry C.S.V.1. (a) 
accounts) I.R.I. (b) 
Anticipazioni al Tesoro - 

Temporamee. . . .. . 
(Advances to the Treasury— 
Temporary) 


Anticipazioni al Tesoro - 
Straordinarie > ae 

(Advances to the Treasury— 
Extraordinary) 


Emissioni delle Forze Alleate 
© per conto di esse: 

(Notes issued by the Allied 
Forces or on their account): 


a) Amlire emesse  diretta- 
mente dalle FF.AA. . 

(AM-lire issued directly by 
the Allied Forces) 


6) Fondi in moneta nazio- 
nale forniti alle forze 
medesime ao 

(Funds in domestic cur- 
rency supplied to said 
Forces) 














106.9 


1,397.2 


| 


4,708.1 | 


1,000.0 | 


2,000.0 | 


ASSETS 


Lavoro 


BANK OF ITAL 
(millicg 





115,44 


2,314.9 


17,817.3 
4,708.1 


1,000.0 


49,000.0 | 











1,772.8 


18,430.9 
9,745.9 


10o,!t 


5,443.1 


240.7 


55.6 


12,397.2 


40,752.6 
4,708.1 


1,000.0 


| 
| 


| 


342,697,0 | 


1,772.8 | 


| 
| 
| 
1,132.1 | 
44,029.4 | 
| 

5:9 | 

| 
} 


13,084.1 | 


| 


1,270.3 | 


| 
| 


8,689.4 | 
| 


37,760. 1 | 





342,697.0 | 


114,453-2 





1,772.8 | 


| 
1,267.7 | 


137,214.2 | 


19.8 


34,257.0 | 
| 


12,814.8 





37,482.8 


52.8 


49,246.2 
4,362.4 


100,000.0 


342,697-0 | 
| 


| 


113,896.5 | 
31,433.4 
| 


1,772.8| 1,772.8 


} 
1,524.2 | 2,026.7 


128,921.8| 170,776.7 





10.0 | 8.1 
| 


51,735-5|  59,871.6 
| 


5,636.5 | 5,001.8 


17,204.1 | 20,608,8 


39,343-9 37,734.1 


63.9 258.3 


210,736.9| 465,698.9 
4,178.9 4,063.6 


100,000.0 100,000,0 


| 
| 


342,697.0| 342,697.0 


113,896.5| 113,896.5 





31,245.3 | 3,245.3 





(a) Consorzio Sovvenzioni su Valori Industriali (Consortium for Subventions on Industrial Valuables). 


(b) Istituto per la Ricostruzione Industriale (Institute for Industrial Reconstruction), 
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pALANCE-SHEETS, 1938-1949 
of lire) 





Conto corrente del Tesoro per 
il servizio di Tesoreria . 


435.4 77,026.8 74,975.8 
(Treasury current account) 


Impieghi in titoli per conto 

del Tesoro. . «+ + « 68,000.0 83,000.0 147,000.0! 197,000.0 
(Investments in securities for 

account of the Treasury) 
Servizi diversi per conto dello 

nn a ee 24,748.0 12,475.3 
(Miscellaneous services for 

alc of the State) 
U.1.C. Parziale finanziamento 

valute gestione cambi . . 18,810,0 
(Italian Exchange Office - 

partial financing of foreign 

currency administered) 


LIABILITIES 


1938 1942 1945 1946 


Circolazione dei biglictti 


(Banca d'Italia e AM-lire) . 18,955-5 73,320.3 296,021.0 5§51,051.9 788,127.0 | 963,012.0/| 1,048,193.4 
(Notes in circulation: Bank of 


Italy notes and AMLlire) 
Vaglia cambiari, assegni ¢ 


altri debiti a vista. . . | 5,754.2}  13,448.7 5,098.0 16,233.9,  17,872.4|  14,718.9| 
(Demand drafts and cheques | 


outstanding) | 





! 
| 
| 
| 


Depositi in conto corrente | 

ee ee 6,223.5 | 46,865.3 | 59,118.8 52,541.6 | 68,027.4| 110,744.9 
(Free deposits on current ac . 
count) 


Conti correnti vincolati . . 490.8 124,170.4| 105,999.1 86,520.1 163,992.3 262,716.9 | 
(Fixed deposits) | 

Conto corrente del Tesoro per | | 

il servizio di tesoreria . . 5,386.6;  20,504.6|  10,096.6 | 

(Treasury current account) 

Cassa autonoma di ammorta- 

mento del Debito Pubblico 

P< ew as ee ' 0.2 | 

(Internal public debt - auto- | 

nomous sinking fund) 

| 

| 

| 





Fondo ammortamento I.R.I. | .0 | 302.4 
(I.R.I. sinking fund) 
Creditori diversi . . . . . 2,040.9 | 4,164.4 8,487.9 21,339.6| 26,594.1 46,984.8 | 
(Sundry creditors) | 
Tesoro dello Stato - aiuti in- 
ternazionali . 
(Counterpart-funds) 


| 
478.7 541.7 | ; — | 








| 
| 58,198.6 | 159,536.8 


| 


Utili neti dell’esercizio . . 173.4. 75.6 | 70.9 | 199.7 | 220.7 | 
(Net profit) 


Capitale sociale . . . . 300.0 | 300.0 | 300.0 300.0 300.0 | 
(Capital) | | | | 


Fondo di riserva ordinario . | 2 | 253.1 331.7 | 378.8 | 451.1 505.1 
(Statutory reserve) } 
Fondo di riserva straordinario | 178.0 | 245.5 | 281.0 | 350.6 | 413.8 
(Extraordinary reserve) 








| | | 
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tons) of which 31.7 were accounted for by the gold 
returned from the « Brussels pool», and 2.5 by the 
redemption of part of the gold due to Yugoslavia 
under the terms of the Peace Treaty. At the end of 
1949 the gold in hand had risen to no less than 197.6 
tons (against 58.8 at the end of 1948) as the result of 
purchases made on several occasions in the United 
States, partly with dollars belonging to the Bank of 
Italy, and partly with dollars held by the Italian 
Foreign Exchange Office and cede.’ to the Bank of 
Italy as partial cover of the debt the Office had with 
the Bank for advances received (see further, the item 
Sundry debtors). 

The movement of the gold reserve is summed up 
in Table II. 


Gold deposited abroad due to the Bank by the State. 


This item relates to a loan made by the Bank of 
Italy to the State in 1914 to enable it to deposit in 
London an equivalent quantity of gold as a guarantee 
for war loans received from Great Britain. As a result 
of the special annuities paid by Germany until the 
Hoover moratorium, the amount of the deposit fell 
to 140.4 tons of gold, equivalent, on the basis of the 
reserve revaluation made in 1927, to 1772.8 million 
lire. Since then it has remained unchanged (3). 


Cash in hand. 


This item includes Treasury notes, foreign bank 
notes, coin and the Post-Office instruments held by 
the Bank of Italy (exclusive, of course, of the Bank 
of Italy notes themselves and of the AM-lire) (4). 


CASH IN HAND 
(millions of lire) 


Taste Ill 





Trea- 


End of sury 
notes 


Postal and ea 
Coin | _ | other securi- Total | 
ties a+b+c+d) 


b c 





year 





a 





= 
| 


1938 wee wre nee 467 
1939 “es eat j mai 801 
1940 — said = | ae 1,041 
194! emi ee } eee %$5 
1942 | ... — — aa 440 
1943 ies 2,082 i 2,839 
1944 732 1,584 363 2,679 
1945 929 16,821 | 68: 18,431 
1946 708 J} -— | ae 1,132 
1947 ae eee 1,268 
1948 300 89 1,524 
1949 455 2,027 
! 


1,135 
113 | — 1,459 


(3) This debt of the Treasury to the Bank of Italy was 
diverted from the gold reserve account as far back as 1928, 
and so has not followed the revaluation of the reserves made 
in 1936 (when the lira was devalued). Had this gold been 
revalued at the purchase price now used by the Bank of Issue, 
the Bank’s credit on the State would stand at go milliard lire, 
instead of the 1.8 milliards entered on the balance-sheet. 

(4) From August 1943 to the end of 1945, before the 
agreement had been reached between the Italian Government 


del Lavoro 


The consistensy of the Cash in hand from 1938 to the 
end of 1949 is shown in Table III. 


Inland bills. 


This item brings together the several discount and 
rediscount operations on bills and securities. Discount 
operations — for the most part discount of Treasury 
Bills to private persons — represent a negligible sub- 
item (at the end of 1949, 1,257 millions lire against 
169,520 million lire of rediscounts). Before the war 
ordinary rediscounts were the major item but during 
the hostilities and still more so in these post-war years, 
the first place has been taken by bills relating to the 
compulsory agricultural pools. The growth of the 
agricultural pool rediscounts has been partly due to 
the failure or delay of the State in reimbursing the 
subsidies for which it was liable, and partly to the 
scarcity of available funds — reflecting the scarcity 
of real savings — from which Italian banks, and 
more especially the agricultural banks that have to 
discount the bills, have suffered in the post-war period. 

The total balance of the Inland bills item which 
stood at 3.7 million lire at the end of 1938, rose in 
the first years of the war, as a result both of the 
large volume of rediscounts made by the Consortium 
for Subventions on Industrial Valuables (5), and of 
the financing of the agricultural pools. After attain- 
ing a peak in 1942 (6.3 milliards), the ever graver 
military situation introduced the descending parabola 
which reduced the total balance of the bill-case to a 
bare 3.8 milliard lire at the end of 1944. 

The close of hostilities started an upward trend 
which continued almost uninterruptedly until the end 
of 1947, with all the characteristic features of infla- 
tionary expansion (See Tab. IV). As mentioned above, 
much the most serious inflationary factor was repre- 
sented by the bills rediscounted for the pools, which 
rose from 3.1 milliard lire at the end of 1944 to 100 
milliard at the end of 1947. While ordinary rediscounts 
increased almost threefold in 1946 and tenfold in 
1947, they were still barely one fifth of the figure 
attained by those for the pools. 

1948, the first year of relative monetary stability 
following the inflationary developments of the previous 
years, marked a pause. Two factors were mainly 
responsible for this: the government began to make 
repayments on account of subsidies, and the ordinary 
rediscounts to the banks were reduced by almost 11 
milliard lire as a result of the gradual rebuilding of 
deposits. 

In 1949 the volume of discounts on Treasury Bills 
became once more normal (1.1 milliard lire), ordinary 


and the Allied Authorities under which the former took over 
the oustanding AM-Lire, the latter were entered under Cash 
in hand, (See Table Ill). ; 

(5) The « Consorzio per Sovvenzioni su Valori Industrial» 
(C.S.V.I.) to which we shall have occasion to refer several 
times in this survey, is an institute for medium term credit 
founded in 1914 and modified on several occasions. It is a 
public law institute, presided over by the Governor of the Bank 
of Italy, It rediscounts its bills largely with the Bank of Issue. 
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rediscounts increased but very slightly (from 9g to 11 
milliard lire), but the bill-case for the pools again 
marked an upward trend (in 1949 the government 
made no repayments for subsidies). At the end of 
the year the total consistency of the inland bills had 
thus risen to 170.8 milliard lire as compared to 128.9 
milliard in December 1948. 

Tasie IV 

INLAND BILLS 
(Amounts from 1945 to 1949 - millions of lire) 


1945, 1946 1947 1948 1949 








| Rediscounts : 

Agricultural 

| pools... 6,936 33,229 | 100,278 100,460 142,961 
C.S.V.1. . + |1,77% 3,402) 16,658 15,495 15,535 
Ordinary redi- 
scount 


938 2,773 20,257 9.066 11,023 
Discounts : 

Treasury bills, | 

finance notes, 

mortgage 

bonds. . . | 63) 930 28, 3,90% 
Total : a ibe ‘aia 
Dec, 20 (a) . 9,708 40,335 _ or ~_ 


Dec, 31 (a) . 9,746 44,029 137,214 | 128,922 170,777 


1,257 





(a) As for 1946 the returns for Inland bills were made on 
December 20 


The several shifts to which we have just referred 
have deeply modified the composition of the inland 
bills accounts as compared to pre-war figures. At the 
end of 1949, rediscounts for the pools accounted for 
no less than 84° of the total (1n 1938 36%); the 
ordinary rediscounts accounted for 7% (47% in 
1938); the rediscounts for the Consortium for Sub- 
ventions on Industrial Valuables, 9% (12%); di- 
scounts on Treasury Bills 1% (2%). 

At the end of 1949 the classification of the inland 
bills by borrowing groups was as follows: Banks, 71.1 
milliards; special Agricultural Credit Institutes, 84 mil- 
liards; C.S.V.L, 15.5 milliards; private clients and 
other institutes, 0.2 milliards. 


Bills for collection. 


This item is of very little importance and covers 
the balance of the bills of exchange collected by cor- 
respondents of the Bank of Italy in places where the 
Bank has no offices and that have not yet been for- 
warded to the branch offices on whom the cor- 


respondents depend (6). 


Advances to customers on securities and goods. 


This item covers, mainly, advances made on the 
deposit of Government or Government guaranteed 
securities, and for a very small quota, advances on 
goods and gold (see Table V). The growth of ad- 
vances from the end of 1938 to the end of 1949 (from 


(6) The balance of this item which stood at the end of 
1938 at 27.9 million lire, has gradually fallen to 7.1 million 
at the end of 1942, rose again to 10.1 million at the end of 1945 
and at the end of 1949 stood at 8.1 million. 
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3,686.6 to 59,872 million (see Table I) has been kept 
within rather narrow limits when the depreciation of 
the lira is taken into account. The reason for this is to 
be sought not only in the prudential policy followed 
by the Bank of Italy but also in the limited growth 
of the securities accepted in deposit. 

The volume of advances, after the curtailment 
that occurred during the war — when the banks 
enjoyed exceptional liquidity — recovered to some 
extent in 1945 (from 4.1 to 5.4 milliard lire) in con- 
nection with the issue of the so-called « Soleri 
loan» (7). The recovery became more marked in 
1946 (from 5.4 to 13 milliard lire) in connection with 
the 3.50°% Reconstruction Loan (8). 1947 witnessed 
the most marked increase, due both to private persons 
and to banks (from 13 to 34 milliards). This was due 
to the marked inflationary pressure of the early part 
of the year and also to the policy of credit restrictions 
adopted in September which reversed the business 
trend and stressed the scarcity of money on the 


ADVANCES ON SECURITIES 
AND GOODS BY CATEGORIES 


(millions of lire - amount outstanding at end of year) 


1946 roa | 1908 1949 


Advances on Go- | 


Taste V 





vernment securi- 
ties . . . . . | 5,432 |13,068 31,716 | 49,664 |58,080 
| Advances on other | 
securities . . . (a) (a) | 2,423] 2,002 
Advances on goods | 
and gold. . . 12 

| 


1,733 


16 | 119 | 69 59 
5,443 13,084 34,257 51,735 | 59,872 











Total . . 
(a) For 1945 and 1946 the advances on « other securities » 


are included among the « advances on Government Securities ». 


market. In 1948 the volume of advances seemed to 
have been stabilised in the early months, but later 


on there was another marked growth which seems to 


have been produced, at least to a large extent, by the 
difference between the official discount rate (5.5%) 
and the rate of interest on advances (4.5 °/) (9). Finally 
in 1949, this item has followed a discontinuous trend; 
the increase over the whole year has been anyhow a 
narrow one, rising from 51.7 milliards in December 
1948 to 59.8 milliards in December 1949 (see Table V). 
The share of the banks as compared to that of private 


persons continues to be preponderant (10). 


(7) Named after the Minister of the Treasury of the day. 
It was the first loan offered to the public after the war to meet 
the more urgent reconstruction needs. It yielded 60 milliard 
lire. 

(8) The Reconstruction Loan yielded 231 milliards. 

(9) This difference has been ironed out since April 15, 1950. 

(10) The variation of credit utilised in relation to the credit 
opened is interesting. In 1947 the proportion used by private 
persons fluctuated between 60 and 80 per cent., in 1948 between 
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Deferred payments to Clearing Houses. 


This item covers the balance of the day by day 
advances granted by the Bank of Italy to the banks 
and to the members of the Clearing Houses to assure 
the cover of all their operations. The balances of 
deferred payments have always been of little impor- 
tance as compared to the total volume of the assets 
of the Bank of Italy. At the end of 1949 they 
amounted to some 5 milliard lire (see Table 1). 


Balances abroad. 


This item has again come to the fore in the Bank 
of Italy statement of March 1946 (11) when the free 
market for export exchange was established (12). 
It represents the counter-value in lire of the credits 
and the foreign bills held abroad by the Bank, which 
purchases them for the most part from the Italian 
Exchange Office (Ufficio Italiano Cambi - U.I.C.). 
They are foreign exchange and credits arising from 
exports, emigrant remittances, financial operations, etc. 

On March 1946 the available amounts held abroad 
stood at 4,614.6 million lire. From March to De- 
cember 1946 the sum grew steadily, except for a small 
decline in November, and reached a peak of 8,689 
million lire, equivalent to 86.90 million dollars (See 
Table VI). A drastic downward tendency set in 


1947. The curve touched bottom in July of that year 
with 4,303.9 million lire, equivalent to 43 million dol- 


lars. The decline is all the more serious when it is 
remembered that of these 43 million dollars no less 
than 30 million must be considered unavailable owing 


50 and 70 per cent.; in 1949 between 57 and 59 per cent, In 
the case of the banks the trend has been towards a higher per- 
centage of recourse to lines of credit: from 17-25% in 1947, 
to 35% at the end of 1948, to 36% at the end of 1949. 

(11) In pre-war days these items were entered in an account 
— suppressed in 1940 — entitled Credits held abroad. In 1938 
this account closed with a balance of 152 million lire, equal, at 
the rate of exchange of 19 lire per dollar, to 8.4 million dollars. 
At the end of 1939 the balance had risen to 393.5 million lire, 
equal to 20.7 million dollars. From 1940 to March 1946 they 
were classifield as a sub-account of the item Sundry debtors 
(See Table VII). 

(12) We should remember that since June 1945 the official 
lira-dollar exchange rate stood at 100 lire per dollar. 

A decree that took effect as from 4.1.1946 established an 
additional quota of 125% on the official rate for foreign ex- 
change obtained from exports (the lira-dollar export exchange 
rate was thus raised in practice to 225 lire for a dollar). The 
said exchange had to be surrendered in full to the Italian 
Exchange Office (Ufficio Italiano Cambi - U.I.C.). 

A decree that came into force on March 26, 1946, required 
the surrender of foreign exchange — sterling, U.S, dollar, 
Swiss Franc, Portuguese Escudo, Egyptian Lst. — to the 
U.1.C, for only 50% of the amounts obtained by the exporter, 
allowing the remaining 50% to be freely sold on the market. 
Therefore, from March 26, 1946 until Nov 2, 1947 the export 
rate has been equal to the average between the U.I.C. buying 
rate (225 lire per dollar, and 350 since August 2, 1947) and 
the free market rate. 


to the purchase in February 1947 of 30 million gold 
dollars deposited in Washington to be paid into the 
International Monetary Fund (See note 2). 


Taste VI 
BALANCES ABROAD 








Equivalent in millions 
of current dollars (a) 


| 


End of year Millions of lire 


1938 152 
1939 393 
1945 4,864 
1946 8,689 
1947 12,815 
1948 17,204 (74.5) (b) 
1949 20,609 (80) (b) 


(a) From February 1947 about 30 millions of gold dollars 
deposited at Washington are included. 
(b) The data in brackets have been calculated. 


On August 2, 1947 the lira was devalued (13) and 
the Bank of Italy revalued its foreign exchange hold- 
ings at the new exchange rate (350 lire per dollar, 
1411 lire per sterling, 81.59 lire per Swiss franc) sur- 
rendering the plus-values resulting from the deva- 
luation to the Italian Exchange Office. In spite of 
the devaluation, the holdings in foreign bills showed 
a very small increase in the period from August to 
October 1947, not more than 5-6 million dollars at 
most. In November 1947 (14) there was a further 
devaluation of the lira and the Bank of Italy proceeded 
to revalue its foreign bill holdings on the basis of 
589.47 lire per dollar, 1961.30 lire per sterling, and 
149.32 lire per Swiss franc, again surrendering the 
plus-values to the Italian Exchange Office. 

Throughout 1948 this item tended upward, closing 
at the end of the year at 17,204 million lire, being 
an increase over the figure for December 1947 of 
4,389 million lire (15). The rise continued, though 


(13) By a Decree that took effect as from August 2, 1947, 
the official rate (100 lire per dollar) and the U.I.C. buying 
rate (225 lire per dollar) were unified and established at 
350 lire per dollar. 

(14) A Decree that took effect as from November 2, 1947, 
revived the distinction between the official rate of exchange and 
the rate of surrender to U.I.C. The official rate remained 
unvaried (350 lire per dollar) but the U.I.C. buying rate was 
fixed each month by the Italian Exchange Office on the basis 
of the free market quotations of the previous month. Thus 
the U.I.C. buying rate and the free market rate practically 
coincided. The export exchange rate was stabilised around 575 
lire for a dollar until the monetary devaluations of September 
1949, when it rose to about 624 lire for a dollar. (See this 
Review No. 6, July 1948: B. Brovedani, Exchange Rate Structu- 
re and Price Levels in Italy: 1947-1948, p. 369 et seq.; sf 
also this Review, No. 7, Statistical Appendix, Tables R, S, T; 
U, V, pp. 458-460; and No. 8, Statistical Appendix, Tables X, 
Y, p. 80). 

.f5) At the exchange rate of 575 lire per dollar the forcigs 
exchange reserves expressed in dollars seem to have incr 
during 1948 by 7.6 million dollars. This valuation is, however, 
only an approximate one owing to the increase which occurred 
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irregularly, throughout 1949 (20,609 million lire at 
the end of December - See Table V1). 


Government and Government guaranteed securities 
owned by the Bank. 


Under its Charter, the Bank of Italy may only hold 
Government or Government guaranteed securities. 
From December 1938 to December 1945, the volume 
of the security portfolio showed but slight variations 
(from 769.3 to 888.8 million - See Table I). A great 
increase occurred however in 1946 owing to the set- 
tlement of the special operations with the C.S.V.I. (16). 
In 1947, 1948 and 1949, the figure remained practi- 
cally at the 1946 level (37 milliard lire). 


Premises. 


This item covers all buildings belonging to the 
Bank of Italy, including the dwelling houses for the 
staff, Since 1940 (120.4 million lire), the figure has 
been steadily falling and in 1946 stood at the negli- 
gible figure of 22 million lire, owing to the almost 
complete standstill of new building and the concurrent 
accumulation of amortisation payments. Since then 
an upward trend has started which became more 
marked in 1949. At the end of that year the item 
Premises was entered for 258.3 million as against 63.9 
million at the end of 1948. 


Sundry debtors. 


This item brings together a number of accounts 
summarised in Table VII: 


(a) much the most important item is now the 
ordinary current account of the Italian Exchange Of- 
fice to which we shall refer further on; 


(b) reference has already been made to the item 
counter-value of gold purchased, being the difference 
between the actual purchase price of gold paid by the 
Bank of Italy and the price at which the said gold is 
still officially entered in the gold reserve account (See 
par. Gold in hand and Table II); 


(c) we have already referred to the item Balances 
abroad (See par. Balances abroad and Table VI); since 
1946 this item is entered separately; 


(d) the item Miscellaneous services for a/c of the 
State is also entered since 1946 as a separate item. We 
shall refer to it further on (see respective paragraph); 


(e) the last two accounts: 1) Debt of the State 
to the International Bank, and 2) Other accounts are 
of secondary importance. 


In view of the importance of the U.I.C. account, 
we will briefly examine it. To this account are cre- 


in the official sterling exchange rate (raised, as is known, in 
November 1948 to 2,317 lire, i.e. to 4-03 times the dollar rate). 
We shall not however be far removed from the truth if we 
reckon the dollar equivalent of the foreign exchange holdings 
held abroad at the end of 1948 at 74-75 millions. 

(16) See further on, the item Sundry accounts and Table IX. 
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dited the receipts and debited the payments made by 
the branch offices of the Bank of Italy, that act 
as treasurers for the Exchange Office. Therefore, 
substantially, this Account — added to the item Balan- 
ces abroad — reflects the money movement connected 
with Italy’s foreign trade. A debit balance of the 
U.I.C. means that the request for Italian currency to 
pay exporters for the foreign exchange they earn is 
heavier than the request of importers who want 
foreign exchange to meet their obligations. There- 
fore, the expansion of the indebtedness of U.I.C. to 
the Bank of Italy should be offset by a corresponding 
increase in the foreign exchange reserves. This is 
the situation that has arisen in Italy in 1947, 1948 
and 1949 (17). 
Taste VII 
SUNDRY DEBTORS 
(millions of lire - end of year) 








1945 1946 | 1947 | 


1949 


1948 





| 
U.1.C. Ordi- 
nary current 
account 14 8,097 36,364 | 192,960 | 352,847 
Counter-value 
of gold pur- | 
chased 1,633 | 96,282 
Balances abroad — 
Miscellaneous 
services for 
a/c of the 
State . . . | 4,426 _ 
Debt of the 
State to the 
International 
Pe ~ — 
Other accounts 





| 7,290 | 
3,322 10,014! 5,592 


7,290 
8,854 


7,290 
9,280 








Total . 








12.397 18,111 49,246 | 210,737 | 465,699 
| 





The debit balance of the U.LC. current account 
which stood at a little more than 8 milliard lire at the 
end of 1946 turned definitely downwards in the first 
months of 1947, until a minimum of 1.8 milliard lire 
was reached in August of that year. This shrinkage 
is an eloquent indication of the scarcity of foreign 
exchange that made itself felt in the summer of 1947, 
leading to the devaluations of August and Novem- 
ber (18). In the last months of the year the situation 
improved to a marked degree, and at the end of 
December the debt of U.I.C. to the Bank of Italy had 
risen to 36.4 milliard lire. In 1948 and 1949 the ex- 
pansion continued at an accelerated rate, passing from 
36.4 milliards at the end of 1947 to 193 milliards at 
the end of 1948, and to 352.8 milliards at the end of 
1949 (19). 


(17) The bulk of foreign exchange reserves is entered in 
the balance-sheet of the U.I.C. 

(18) See notes 13 and 14. 

(19) The growth of the credit held by the Bank of Italy 
with the U.I.C. during 1948 was accounted for to the extent of 
104.5 million dollars by larger credits on clearing accounts and 
of 141.5 million dollars by the increase in the available supplies 
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Sundry accounts. 


This item appeared for the first time in the Bank 
of Italy’s statement for 1947 as a result of the merging 
of two credit items «Special transactions of the 
« Consortium for Subventions on Industrial Valua- 
bles » (C.S.V.1.), and Credit with the « Institute for 
Industrial Reconstruction » (Istituto per la Ricostru- 
zione Industriale - I.R.I.) and of the debit item /.R./. 
sinking fund (See Table VIII). a 

Tasre VIII 
SUNDRY ACCOUNTS 
(millions of lire) 





ee | ————— 
| Special | | LR.I. | | 
End of year) transactions |_I.R.I. sinking Total (a) | 
| C.S.V.1. fund 





= 


( 4,614) 
( 4,565) | 
( 4,513) } 
( 4,460) 
(22,223) | 
(44,641) | 
(46,001) 
(44,982) 
( 4,658) | 

4,362 | 

4,179 | 

4,064 | 


4,708 | 94 
4,708 | - 143 
4,708 195 
4,708 248 
4,708 302 
4,708 - 
4,708 418 
4,708 | 479 
4,708 542 
4,708 | 607 | 
4,708 | 674 | 
4,708 | — 744 | 


1938 — 
} 1939 > 
| 1940 —_ 
| 





I94I1 | — 

1942 17,817 
1943 40,292 
1944 41,711 
1945 49,753 
1946 491 
1947 | 261 
1948 | 145 
1949 | 100 | 





(a) The amount of sundry accounts from 1938 to 1946 is 
given in brackets, as the three previous series were not yet 
summed up in a single item. 


(A) The opening of the item Credit with the 
Institute for Industrial Reconstruction dates back to 
the foundation of the I.R.I. in 1932, and is connected 
with the settlement of the large frozen debts that 
industrial and banking groups — which then formed 
the ILRI. holding — had with the Bank of Italy 
in the shape of bills rediscounted with it. Since 1932 
this item has remained unchanged in the amount 
of 4,708.1 million lire. The interest and amortisation 
payments falling due in 35 years’ time, as then agreed 
on, were instead credited, as already mentionel, under 
the item I.R.J. sinking fund (entered among the 
liabilities of the Bank), which has gradually increased, 
rising from 94 million lire at the end of 1938 to 
744 million at the end of 1949 (See Table VIII). 


(B) A much larger amount is entered under the 
item Special transactions of the « Consortium for Sub- 
ventions on Industrial Valuables», which first ap- 
peared in the Bank of Italy’s Statement for 1942. In 
that year the C.S.V.I. discounted — and then redis- 
counted at once with the Bank of Italy — a large 
block (nearly 17 milliard lire) of 30 year 5 % special 
instruments issued by the Treassury to finance land- 


of free foreign exchange. During 1949 dollar assests remained 
nearly stationary as the new proceeds were utilised for purchases 
of gold (see par. Gold in hand); assets in sterling and credits 
on clearing account (especially in Argentinian pesos) showed 
a further marked increase, 


reclamation works, but used as a matter of fact by 
the Ministry of the Interior to make grants to men 
recalled to the colors and to cover the deficits of the 
local government bodies, In this way the C.S.VJ. 
— through rediscounts met by the Bank of Italy — 
was used to finance expenses that properly belonged 
to the State budget; this completely changed the cha. 
racter of the C.S.V.I. This policy was continued and 
in January 1943 a special Act authorised the C.S.V], 
to rediscount with the Bank of Italy special securities 
issued by the Treasury for financing operations dj- 
rectly connected with war outlays (payment of muni- 
tions, exports of war materials, etc.). 


All these operations were accounted for separately 
from the usual operations of the C.S.V.I. and were 
grouped under the sub-account Special transactions 
(See Table I ). While in 1945 the Ordinary transac. 
tions were still only slightly in excess of two milliard 
lire, the Special transactions rediscounted with the 
Bank of Italy, which did not exist in 1941, had 
jumped up to 17.8 milliard lire by the end of 1942, 
to 40.3 milliards at the end of 1943, to 41.7 milliards 
at the end of 1944 (20). Im 1945 steps were first 
taken to find a settlement for these transactions, and 


Taste IX 
ORDINARY AND SPECIAL TRANSACTIONS 
OF « CONSORTIUM FOR SUBVENTIONS ON 
INDUSTRIAL VALUABLES » 
(millions of lire - end of year) 





1943 1944 1945 
Ordinary transactions (a) . . 1,731 654 2,256 
Special transactions (a) . 42,612 | 43,808 42,783 


Total . 44,343 | 44,462 45,039 


Transactions discounted (b) . \(41,823) | 42,115 , 42,716 
Transactions not discounted (b) | (2,520) 2,347 2,323 


(a) Rediscounted and not rediscounted. 
(b) Ordinary and special. 


by 1946 they were brought to a conclusion when 
the Bank of Italy took over — converted in State 
securities — the bills of this type rediscounted to 
the C.S.V.I. Thus, at the end of 1946 the Special 
transactions rediscounted by the Bank of Italy, have 
been almost cancelled (barely 491 million lire re- 
mained), while the government securities portfolio of 
the Bank of Italy had risen to 37.8 milliard lire (from 
888 million at the end of 1945 - See Table I and par. 
Government securities). 


Advances to the Treasury—Temporary. 


This item appears for the first time in the balance 
sheet of the Bank of Italy in 1928, for a sum of 45 
million lire; in 1936 it had risen to 1 milliard lire. 


(20) This policy was severely criticised by prof. Einaudi who 
described it as a « mala strada » in the Report of the Bank of 
Italy for the years 1943-5. 
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This figure remained unvaried until the end of 1947. 
By a Decree Law of January 21, 1948, the total amount 
of temporary advances had been raised to 100 milliards 
(See Table I). 


Advances to the Treasury—Extraordinary. 


This item refers to the advances made by the 
Bank of Italy to the Treasury, guaranteed by special 
Treasury Bonds (D.M. 31 December 1936). It was 
by this means that the Treasury during the war 
years obtained from the Bank of Issue the largest ad- 
vances. 

The balance of this item rose indeed from 2 mil- 
liard lire at the end of 1938 to 8 milliards at the 
end of 1939, 15 milliards at the end of 1940, 79 mil- 
liards at the end of 1943. It continued to expand at 
an accelerated rate during the period of the liberation 
of Italy by the Allied troops; by the end of 1944 it 
had reached a total of 202.64 milliard lire (21) and 
at the end of 1945, 342.7 milliards (22), a figure that 
has since remained unchanged (23). 


Notes issued by the Allied Forces or on their account. 

This item appears for the first time in the State- 
ment of the Bank of Italy at the end of March 1946, 
as a result of a Convention between the Treasury and 
the Allies of January 4, 1946 (See Table I) (24). It 


Taste X 


NOTES ISSUED BY THE ALLIED FORCES 
OR ON THEIR ACCOUNT 
(millions of lire) 








ae oe : —=— ——— = y —a 
Notes issued by Allied Forces Bank of 














| 
| End asi b | ¢ {Italy notes| General 
Diemer ECO oe issued on 

bor AM-lire AMAire | ‘account of coal 

| Year | in circu- of ciate Total | the Allied | (a) 
lation “ ‘taly | Forces | 

| 1943) 17,854 2,082 19,936 | ( 19,936) 
| 1944) 63,842 1,584 | 65,425 aad ( 65,425) 

1945 | 86,829 | 16,821 | 102,849 = (102,849) 
| 1946, 87,822 | 26,631 | 114,453 22,198 136,651 
| 1947 | 65,863 | 48,034 | 113,896, 31,433 | 145,330 
| 1948 51,069 | 62,828 | 113,896 31,245 | 145,142 
| 1949| 14,874 | 99,022 | 113,896 31,241 


145,142 
(a) For 1943, 1944, 1945, the general total is given in 


brackets, as in those years this item did not yet exist on the 
balance-sheet of the Bank of Italy. 


(21) The 1944 increase was due to the extent of 63 milliards 
to advances made to the legal Government of the South and 
for 58.6 milliards to the Fascist Government of the North: «a 
total increase of 123.6 milliard lire, 

(22) The increase that occurred in 1945 is to be imputed to 
the extent of 10 milliard lire to the demands of the legal Go- 
vernment and of 130 milliards to those of the Fascist Go- 
vernment of the North, 

(23) A Decree Law of December 24, 1947 lays down that 
No new extraordinary advances may be made by the Bank of 
Italy without a special legislative measure. 

(24) The Convention provided that the Bank of Italy would 
meet the needs of the Allies by the issue of notes of its own; 
the issue of AM-lire was therefore to cease. 
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relates to the issue made by the Allies themselves in 
AM-lire, and to the funds provided to the Allies by 
the Bank of Italy in national currency (See Table X). 

The AM-lire amounted to 19.9 milliards at the 
end of 1943, to 65.4 milliards at the end of 1944, to 
102.8 milliards at the end of 1945, to 114.4 milliards 
at the end of 1946. There was a slight reduction at 
the end of 1947 when the figure stood at 113.9 mil- 
liard lire. The amount of the national currency is- 
sued by the Bank of Italy on Allied account amounted 
to 22.2 milliard lire in 1946 and to g.2 milliard in 
1947. The total thus stood at 31.4 milliard lire (25). 
Meantime the gradual replacement of AM-lire by Bank 
of Italy notes reduced the volume of the former still 
oustanding at the end of 1949 to 14.9 milliard lire 
only. 


Treasury current account. 


This item sums up all the active and passive ac- 
counts held by the Provincial Treasury Offices, for 
whom the Bank of Italy acts as agent since February 
1895. 

TREASURY CURRENT ACCOUNT 
(millions of lire) 


Taste XI 


Treasury debit Treasury credit 


| End of year 


1938 - 850 
1939 — 475 
1940 1,043 ans 
1941 1,261 
1942 5,387 
1943 47,284 
1944 98,384 — 
| 1945 ae 20,505 
1946 = 10,097 
1947 435 - 
1948 77,027" — 
1949 | 74,976 — 


During the war the balance of this account alter- 
nated between active and passive. From July 1947 
onwards the balance has been steadily entered as a 
credit one in the Statement of the Bank, i.e. it figures 
as a Treasury debt. At the end of 1949 it amounted 
to almost 75 milliard lire (See Table XI) (26). 


(25) The request for supplies of notes by the U.S. was 
terminated by the Convention of Jan. 25, 1947. The British 
authorities ceased their demands go days after the signature of 
the Peace Treaty, i.e. on May 10, 1947. 

(26) Under a decree of December 24, 1947 it had been 
arranged that whenever the Bank of Italy’s monthly Statement 
showed that the current account for its services as treasurer 
closed with a Treasury debit of more than 50 milliard lire, the 
Bank was to serve notice at once on the Minister of the Treasury 
so that he might take the necessary steps. If on the expiry 
of 20 days the debit balance had not again been reduced to 
less than 50 milliards, the Bank of Italy was to refuse any fur- 
ther demands for credit, Nevertheless, in April 1948 the 50 
milliard ceiling was for the first time considerably exceeded. 
As the Treasury continued to press upon the Bank, the strict 
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Investments in securities for account of the Treasury. 


The Bank of Italy receives in the form of fixed 
deposits payable from 8 days to 6 months, large volu- 
mes of liquid resources from the banks (27), which 
the Bank of Italy reinvests, at least in part, in Treasury 
Bills. We shall speak further on of the development 
of these accounts (See par. fixed deposits). This item 
was first registered at the end of 1942 when (Ministe- 
rial Decree December 13), an earning investment more 
liquid than the Treasury Securities, that already filled 
the portfolios of the banks, was provided for those 
cash resources that could not be used in ordinary 
commercial transactions. Substantially, the so-called 


«indirect monetary circuit» - commercial banks - 
Bank of Italy - Treasury, was thus set up (28). 


Taste XII 


INVESTMENTS IN SECURITIES FOR ACCOUNT 
OF THE TREASURY 


(millions of lire) 








_" Investments Surplus of 
Bask Coed | in Treasury |available funds 


End of year yea 
—_— Bills on investments 





18,525 
81,897 
120,175 
101,158 
83,149 
160,835 
259,962 


8,000 
30,000 
68,000 52,175 
68,000 33,158 
83,000 149 

147,000 13,835 
197,000 62,962 


10,525 
51,897 











As can be seen in Table XII these fixed deposits 
amounted at the end of the 1943 to 18.5 milliard lire; 
the reinvestments in Treasury Bills made by the Bank 
of Italy stood at 8 milliards, leaving a difference be- 
tween the two items of 10.5 milliard lire. A year 
later the fixed deposits had risen to 81.9 and the re- 
investments to 30 milliard lire, with a difference of 
51.9 milliard lire. At the end of 1945 the three 
figures stood respectively at 120.2-68.0-52.2 milliard 
lire; the entire increase that had occurred in the fixed 


limit of 50 milliard lire was later substituted (D. L. May 7, 
1948) by a more elastic system and one more in keeping with 
the budget position. The new regulation, which is still in force, 
provides that the Treasury’s deficit on current account with the 
Bank of Italy may not surpass 15° of the total amount of cur- 
rent expenditures appearing in the budget estimates. E. g.: if 
we take the statement of the expenditure estimates at the end 
of 1949 for the 1949-50 financial year (1,406,332 million lire), 
the ceiling of the Treasury debit balance (15%) would be 
210,950 million lire, whereas the actual debit balance at that 
date stood at 74,975.8 million. 

(27) A very small part of the fixed deposits (little more 
than 1% at the end of 1949) came from corporations other 
than banks. 

(28) See M. Mancini: The Italian Money Market and the 
Financing of the Treasury, this Review, No, 2, July 1947, 
P. 100 et seq. 


a during 1945 had been reinvested in Treasury 
Bills. 

Meantime the end of the hostilities and the revival 
of production under a regime of rapidly rising prices 
were reducing the liquidity of the money market, 
At the end of 1946 the fixed deposits had fallen to 
101.2 milliard lire, a reduction in a year of 19 mil- 
liards; reinvestments in Treasury Bills had not 
however shrunk, and the difference between the 
value of fixed deposits and reinvestments declined 
by 19 milliards (from 52 to 33). The data for 1947 
clearly point to a growing illiquidity typical of periods 
of open inflation, At the end of September, the fixed 
deposits had fallen to some 48 milliard lire, while the 
Bank of Italy’s investments in Treasury Bills still 
stood at 60 milliards; this meant that the free deposits 
held by banks with the Bank of Issue (to which we 
shall refer further on) had been reinvested by the 
latter. 

In September 1947 the new system of compulsory 
reserves (29) was introduced, and the inflation was 
curbed. At the end of the year fixed deposits (then 
inclusive also of the legal reserves) and the reinvest- 
ments in Treasury Bills balanced: 83,149 against 
83,000 million lire. The gap was reduced to barely 
149 million. In 1948 and 1949 the situation continued 
to improve. At the end of 1948 the fixed deposits 
had risen again to 160.8 and the reinvestments to 
147 milliards; at the end of 1949 the former stood 
at 259, the latter at 197 milliards. The difference 
between the two items thus reached a record of 62 
milliard lire. This progressive growth of the dif- 
ference was made possible by the improved situation 
of the State Budget which allowed the Treasury to 
reduce its pressure on the money market (30). 


Miscellaneous services for a/c of the State. 


As stated above, the item Miscellaneous services 
for a/c of the State was included until 1946 under 
the item Sundry debtors (See Table VII). The first 
data available about its consistency date back to 1945 
(4,452.9 million lire), At the end of 1948 the rate of 
increase took a sudden leap forward and at the end 
of the year the figure stood at 24,748 million lire. 
This sudden increase was due to transitory accounts 
relative to payments made in connection with the 
enforcement of the Peace Treaty with France, and 
to the payment of scrips to former Italian prisoners in 


the United States. When these liabilities had been 


(29) On the new system of compulsory reserves see this 
Review, No. 11, July-September 1949, Recent Banking Devt 
lopments in Italy: December 1947 - September 1949, Ppp. 25 
et seq. See also in this issue, the note (a) to Table XVII. 

(30) The fixed accounts have given rise to the problem (# 
least in the case of the portion not reinvested in Treasury Bills) 
of interest payments. Who should pay them? The Bank of 
Italy or the Treasury? Under an agreement signed in 194 
and still in force, the cost of interest is met by the Treasury: 
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settled the item Miscellaneous services for a/c of the 
State fell once more to 12,745 million lire at the end 


of 1949- 
ll - LIABILITIES 


Notes in circulation: Bank of Italy Notes and AM- 
lire. 


An analysis of the economic causes leading to the 
expansion of the Bank of Italy note circulation during 
the period under consideration does not come within 
the scope of this Survey; here we shall only make a 
few remarks on the technical-accountancy features of 
the situation (See Table XIII). 


Taste XIII 


NOTE CIRCULATION 
(millions of lire) 


Note Note 
| circulation— | circulation— | 
Total Total 


Bank of | AM- 
| Italy Notes | lire 


Annual | 
average | 


End of year 





| 
18,956 
24,432 
--- 31,306 
— | 49,609 
| 73,320 
174,486 
312,485 
382,050 
505,052 
788,127 
963,012 
1,048,193 


17,363 
21,057 
26,493 
37,292 
56,633 
107,418 
234,966 
357,559 
408,164 
595,824 
§ 32,906 
928,819 


1938 18,956 
1939 24,432 
1940 31,306 
T94r | 49,609 
1942 | 73.320 | — 
1943 156,632 | 17,954 
1944 | 248,644 | 63,841 | 
1945 | 296,021 86,029 
1946 417,230 87,822 | 
1947 | 722,264 65,863 
1948 911,944 | 51,069 
1949 | 1,033,319 | 14,874 | 











The Bank of Italy note circulation consists of 
notes of 50, 100, 500 and 1000 lire. A Ministerial 
Decree of August 4, 1945, authorised the temporary 
issue of 5,000 and 10,000 lire notes to be used for the 
purpose of currency reform. As later on any project 
of «monetary purge» was given up, the temporary 
notes were (as from August 1946) included in the 
circulation. The Report of the Bank of Italy for the 
year 1949 gives notice that the printing of the definitive 
notes for these denominations is now nearly completed. 

As noted in the paragraph Notes issued by the 
Allied Forces or on their account the AM-lire notes 
began to circulate in the occupied territories in August 
1943 (after the landing in Sicily) (31). Under an 
agreement between the Bank of Italy and the Trea- 
sury (January 1946) the Bank of Italy took over the 
outstanding AM-lire, opening an account to its credit 
with the Treasury for an amount corresponding to 


the value of the AM-lire. 


_ Gt) The AM-lire were issued not only in notes for deno- 
minations rising from 50 to 1000 lire, but also in small deno- 
minations of 1, 2, 5 and 1o lire. 


5 


133 


The Bank of Italy in 1943-44 endeavoured to hold 
in its tills as small a volume of AM-lire as possible; on 
the contrary, in January 1945 it started replacing 
those that passed through its hands. This is why 
on the eve of the convention of January 1946 above 
referred to, the AM-lire held by the Bank of Italy 
amounted to no less than 20.6 milliard lire, as 
against barely 1.5 milliard at the end of December 
1944. Since then, their collection has been going on 
more openly, and in spite of the issue of a further 
g milliard AM-lire during 1946, the amount held by 
the Bank of Italy at the end of 1949 had risen to 
99 milliards (32). 

The expansion of the circulation and the upward 
trend of prices have naturally led to an increase in 
the number of notes for larger denominations more 
than proportionate to those for the smaller denomi- 
nations, Thus, while the average denomination stood 
in 1938 at 165 lire, it had risen to 389 lire at the 
end of August 1946, on the eve of the issue of the 
new temporary monetary instruments. Since then 
the average denomination has rapidly increased, stand- 
ing at the end of 1949 at 1135 lire (33). 


Demand drafts and cheques outstanding. 


This item covers (a) demand drafts (vaglia cam- 
biari) (34), (b) cheques (assegnz), (c) other instruments 
payable on sight (debiti a vista) (such as telegraphic 
orders of payment, etc.) issued by the Bank of Italy. 
As can be seen in Table XIV, demand drafts are by 
far the most important item; at the end of 1949 they 
alone amounted to 13,044.5 million lire, whereas the 
value of the cheques and other sight instruments did 
not exceed in all 1,674.4 million. 

The legal status of the instruments of the Bank of 
Issue (regulated by the Royal Decree of December 21, 
1933) differs but little from that of those issued by 
the commercial banks. Nevertheless, it has now be- 
come customary to use the former almost exclusively 
for making certain payments (35). As a result of 
this differentiated use, a comparison between the 
movement of these two kinds of instruments is not 
very instructive. Nevertheless one cannot but note 
the disproportion between the limited growth of those 
of the Bank of Italy, which by the end of 1949 had 


(32) The Act of January 5, 1950 fixes the date of June 30, 
1950 as that on which AM-lire cease being legal tender. From 
then until June 30, 1951 they can be exchanged at the Bank 
of Italy, the commercial banks, and the post-offices. 

(33) The number of bank-notes now outstanding stands 
around 972 million, as compared to 115 million in 1938, But 
now Bank of Italy notes of 50 to roo lire take the place of 
the small currency notes in circulation before the war. 

(34) Under the Royal Decree of December 31, 1933, the 
Banco di Napoli and the Banco di Sicilia were allowed to 
issue demand drafts. 

(35) For instance, until 1948 only Bank of Italy drafts and 
cheques were accepted for making payments in bank instru- 
ments by the Office of the Registrar to the Treasury Offices. 
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increased barely 15 fold over those in circulation in 
1938, (from 716.7 to 13.044.5 million lire) and the enor- 
mous growth of commercial and savings banks instru- 
ments (36), which had increased not less than 83 fold 
(from 955 to 81,143 million lire). 

Taste XIV 
DEMAND DRAFTS, CHEQUES AND OTHER SIGHT DEBTS 

ISSUED BY THE BANK OF ITALY 
(millions of lire) 


| Demand | _ 
drafts | Cheques 


Other 
sight 
debts 


End of 
year | (vaglia 


by . 
| camoiari) 


(assegni) | 





i: 20-~—CO 13 
877 | 23 5 
1,168 39 Ir 
1,379 89 
1,996 120 176 
5,959 394 
7,197 680 2 
12,434 1,542 
11,873 1,379 
12,778 1,806 
14,716 1,377 
15,674 1,267 
13,044 | 676 


The growth of Bank of Italy demand drafts and 
other instruments took place mainly in the first years 
of the period under examination, z.e, from 1938 to 1944, 


FREE DEPOSITS WITH BANK OF ITALY 


Lavoro 


Government Administrations to use also the instry- 
ments of other banks in making payments to the 
Treasury Provincial Offices. 


Free deposits on current account. 


This item covers the cash resources held with the 
Bank of Italy in the shape of free deposits on currem 
account, either by banks or by other non-banking orga- 
nisations. Since the war, accounts of the A.F.A. (37), 
U.N.R.R.A., A.U.S.A. (38) and I.C.E. (39) have been 
added to the number, and are registered in a separate 
sub-account (See Table XV). Finally in 1949 another 
sub-account has been opened (E.R.P. loans) into 
which 38,525 million lire have been paid (being the 
proceeds of the sales of E.R.P. goods on the Italian 
market) as the counter-value, at the rate of 575 lire 
per dollar, of the 67 million dollars received by Italy 
as loans under the E.R.P. 

Each of these sub-items has a special movement and 
nature of its own, so that the movement of the item 
as a whole has little significance. Until the end of 
1944 it was mainly fed by bank cash funds, which 
rose from 4.6 milliard lire at the end of 1972 (for 
previous years the amounts were not accounted for 
separately from the free deposits made by non-banking 
institutions) to 9.2 milliards at the end of 1943 and 
12.9 milliards at the end of 1944, as compared to totals 
standing respectively at 6.2-17.4-24.6 milliard lire. It 
would seem that in those years the banks gave a 
certain preference to free deposits (more especially 


Taste XV 


(millions of lire) 


Banking 


institutes 





1938 816 
1939 1,268 
1940 2,071 
1941 1,882 
1942 6,224 
1943 17,385 
1944 24,043 
1945 46,865 
1946 59,119 
1947 52,542 
1948 68,027 
1949 110,745 





1,585 

8,177 
11.686 
35,203 
39,066 
19,131 
44,638 
83,421 


4,639 

9,208 
11,663 
20,053 
33,410 
23,389 
27,324 








when they rose from 905.2 to 14,187.7 millions. Since 
then they have remained practically stationary (at 
the end of 1949 they amounted to 14,718.9 million 
lire). This practical arrest in the expansion of Bank 
of Italy instruments has undoubtedly been due to the 
permission granted in 1948 to Post Offices and other 


(36) Assegni circolari, fedi di credito, ete. 
cashier’s drafts). 


(a kind of 


Non 


banking institutes 


AFA. | 
Public U.N.R.R.A., | 


5) 
corporations 


A.U.S.A., 


Other 
accounts 





— | 
— | 
2,289 32,914 
1,996 
2,949 
3,437 


5,458 


32,618 
12,620 
7,984 


4,457 
3,562 
33,217 


39,438 38,525 


after the rate of interest had been raised from 050 
to 1.50 per cent as decreed on January 2, 1942 - See 
Table XVII), rather than to the purchase of Treasury 


(37) « Allied Financial Agency ». 

(38) « Aid U.S. Administration», On this 
G.E.M. Italy’s State Budget, 1945-48, in this Review, No. §, 
January-March, 1949, p. 52. 

(39) « Istituto per il Commercio Estero » (Institute of Fo 
reign Trade). 


matter set 
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Bills or other Government securities. During 1945, 
the ow from the banks came to a complete standstill 
and began again, though only at a moderate rate, in 
1946, continuing in 1947, concomitantly with the 
growth of the volume of bank deposits. But in 1948 
the figure fell (from 33.4 to 23.4 milliards); nor is this 
surprising when we remember that in the meantime 
those legal reserves were being built up which provide 
a further guarantee of liquidity and therefore allow 
of reducing the liquid assets held in other forms. The 
shrinkage in 1948 was only partially offset in 1949, 
when the figure rose from 23.4 to 27.3 milliard lire. 

Meantime, there was a shift from free bank 
deposits to non-banking deposits which acquired prio- 
rity, including, as they did, several new items to 
which reference has been made, so that at the end 
of 1949 they accounted for 78% of the total (83.4 


milliards out of a total of 110.7). 


Fixed deposits. 


This item is inclusive of the fixed deposits held 
with the Bank of Issue and coming both from the 
banks and from non-banking institutions. It should 
be noted, however, that the funds coming from the 
latter have always accounted for an almost negli- 
gible amount (at the end of 1949, little more than 
1°% of the total). 

As has been mentioned, the fixed banking account 
came into being towards the end of 1942 and marked 















































the beginning of the operation of the so-called « in- 
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INTEREST RATES ON CURRENT ACCOUNT DEPOSITS WITH BANK OF ITALY 


(per cent per annum) 





direct monetary circuit» (See above Investments in 
securities for account of the Treasury). Reference 
has also been made to their growth until the end of 
1945; to their decline from 1946 to 1947 under the 
pressure of the revival of production; to their gradual 
upbuilding once more in 1948 and 1949 as a result of 
the introduction, in September 1947, of the new system 
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FIXED DEPOSITS WITH BANK OF ITALY 
(millions of lire) 














| | Banking institutions Fixed | [vest: | 
| : ments in} 
| Fixed deposits | T. B. 
Year | Total deposits Other of non | for bank | 
|for reserve! fixed banking reserve 
| require- | deposits institu. require- | 
| ments oom ments 
| 
1938 | 340 | a — 340 nace 
1939 | 491) - _ 49 ~ 
1940 | 593 | _ . 593 ~ 
1941 594 _ - 594 — 
1942 | 491 | _ — | 491 . 
1943, 20,565 —_ 18,525 2.040 -- 
1944 | 83,407 = 81,897 1,509 “ 
1945 124,174 _ 120,178 3,996 me 
1946 | 105,999 — 101,158 4,841 i 
1947, 86,520; 73,292 9,856 3,372 32,841, 
1948 163,992 147,712 13,023 3,257 114,336 | 
1949 | 262,717/ 246,416 | 13,546 | 2,755 | 107,385 


of legal reserves. In the Table XVI the fixed deposits 
introduced in 1942 (ordinary fixed deposits) are clas- 
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Demand “deposits 





Time deposits . | 


Banks, social | 

















| 


= | Corporat- 
In effect, beginning | Banks | Private | #005 of 
social 
interest | 
lean ainencaatanaess = = * 
September 15, 1932 0.50 — | 450 
September 18, 1933 0.50 — 1.00 
January 2, 1943 1.50 1.00 | 1,50 
March I, 1944 1.50 1.00 | 1.50 
September 11, 1944 1,00 0.50 1.00 
| | 
March 20, 1945 | 1,00 0.50 | 1.00 
April II, 1945 0.50 — 0.50 
January 26, 1946 0.50 —_ 0.50 
| September 1, 1947 | 0.50 — 0.50 
| September 21, 1947 | 0.50 - 0.50 
January I, 1949 |; 50 —_ | Oo 
| April 9, 1949 | 0.50 — | o50 
| i | 











; Legal 
Other insurance and Banks ; 
° ° ° reserves 
corporat- relicf institutes | a (a) 
ions 8 day | 15 day | 3 month! 4 month 
notice | notice | notice notice | 
‘as 5 ¢ | 
oso | — | — _ — 0.50 
0.50 —- | — — 0.50 
1.50 | 2.50 3.00 - — 1.50 
1.50 | 2.50 3.00 4-00 4-50 1.50 
0.50 | 2.50 3.00 4-00 4-50 1.00 
| 4 month} 6 month 
| notice notice | 
0.50 | 2.50 | 3.00 400 | 4.50 | 1.00 | 
— | 2.50 3.00 4-00 450 | 0.50 
— | 2.50 | 3.00 3-50 4.00 | 0.50 
— | 2.50 3.00 3-50 4.00 4-25 
— 2.50 3.00 3-50 4.00 4-75 
os 2.50 3.00 3-50 4-00 5.00 
_ 2.50 3.00 3-50 4-00 4-75 








(a) In 1926 the Banks were required, in order to protect depositors, to pay into special accounts with the Bank of Italy the 
whole of the deposits received by them in excess of 20 times their net assets. In February 1946 this proportion was raised, owing 
to the devaluation of the lira, from 1 to 30. Under the new regulations of August 1947, the banks are now obliged to pay into 
special accounts with the Bank of Italy: a) on deposits received up to Sept. 30, 1947, 20 per cent of the amount in excess of 
ten umes their net assets (capital plus reserves), The amount thus tied up must not, however, exceed 15 per cent of the total 


deposits; b) as from October I, 1947, 40 per cent of any further increase in deposits. The amount thus tied up must not exceed 
75 per cent of the total deposits, 
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sified apart from those set up in September 1947 as 
legal reserves (special fixed deposits). The passage 
in 1947 and 1948 of a considerable part of the former 
to the latter account is evident. At the end of 1946 
the ordinary fixed deposits amounted to r1or.2 milliard 
lire; a year later they had fallen to barely 9.9 milliards; 
but in the meantime the special fixed deposits had 
been formed and amounted to over 73 milliard lire. 
The legal reserves continued to grow uninterruptedly 
in 1948 and 1949 concomitantly with the increase in 
the volume of deposits. At the end of 1949 they 
consisted of 246.4 milliard lire, held as fixed deposits, 
and of 107.4 milliard invested in Treasury Bills (See 
Table XVI) (40). 

Meantime, in the Spring and Summer of 1949, 
almost all the banks had attained the ratio of 25 % 
between reserves and deposits and therefore only 25 % 
instead of 40°%, of any further growth of deposits 
had to be ear-marked as reserves. Thus a larger 
volume of liquid resources was set free for commer- 
cial loans (41). 


Sundry creditors. 


This item refers — as does that of Sundry debtors 
entered on the asset side of the balance-sheet — to 
a whole series of debit accounts of the Bank of Italy 
about which only fragmentary details are available. 
It amounted at the end of 1938 to 1,087 million lire 
and at the end of 1943 to 5,600 million. It jumped up 
to 27,530 million (for reasons not yet made public) 
at the end of 1944, but fell again to 4,164 million at 
the end of December 1945. Then the upward trend 
was resumed :8,488 million at the end of 1946; 21,340 
million at the end of 1947; 26,594 million at the end 
of 1948; 46,985 million at the end of 1949. 


Counterpart-funds. 


This item was entered for the first time on the 
balance-sheet of the Bank of Italy in May 1948, sub- 
sequent to the Convention signed between Italy and 
the United States on January 3rd of that year. This 
Convention pledged the Italian Government to trans- 
fer to a special account (counterpart-fund) held by 


(40) As is known, the legal reserves may consist both of 
fixed deposits held with the Bank of Italy and of Treasury Bills 
also deposited with the Bank of Issue, The amount of the 
Treasury Bills ear-marked for the reserve is stated in the last 
column of Table XVI; they rose from 32.8 milliards at the end 
of 1947 to 114.3 milliards at the end of 1948 and stood at 107.4 
milliards at the end of 1949. It was in April 1949 that the 
volume of the Treasury Bills began to decline, with the re- 
duction — which occurred on April 9 — of the rate of 
interest paid on Treasury Bills from 5% to 4.50%, at a time 
when the rate of interest on fixed deposits was only reduced 
from 5 to 4.75 per cent (See Table XVII in the text). Since 
April 1950 the two rates of interest have been unified. 

(41) See Recent Banking Development, etc. loc. cit., p. 235- 


the Bank of Italy the equivalent in lire of the dollar 
value of the goods supplied to Italy under the Interim. 
Aid programme. Later on the same system was ap- 
plied to the E.R.P. 

Table XVIII shows how the figures entered 
in the balance-sheet of the Bank of Italy under 
the heading Counterpart-funds have been obtained. 
At the end of 1949, for instance, the « Notifications » 
received by the Italian Government both for the 
Interim-Aid and for E.R.P. supplies, amounted to 
345,220.1 million lire, of which 107,502.5 million had 
already been spent by the Italian Government on the 
different reconstruction and development plans. The 
remainder therefore stood at 237,717.6 millions, at 
which figure the Lira-Fund should have stood. But 
for a whole series of reasons that we will not go into 
here (political prices, losses of various kinds and, 
mainly, deferred payments, etc.), the amounts in lire 
actually cashed do not always correspond to the 
counter-value in dollars of the supplies, as shown by 
the « Notifications». The difference is covered by 
advances made by the Bank of Italy to the Treasury. 
At the end of 1949 these advances amounted to 
78,180.8 million lire. If this sum be deducted from 
that above mentioned (237,717.6 millions), the remain- 
der stands at 159,536.8 million, which is the amount 
we find entered on the balance-sheet on the Bank 


of Italy. 


Net profits. 
The trend of the profits of the Bank of Italy shows 


how greatly charges have increased as compared to 
pre-war figures and in comparison to profits. At the 
end of 1938 the net profits of the Bank amounted to 
131.4 million lire; at the end of 1949, notwithstanding 
lira devaluation, they amounted to barely 220.7 mil- 
lions, being the difference between receipts amount- 
ing to 24.2 milliards and expenses standing at 24 
milliards. 

The absence of efforts to raise the profits has 
accentuated the non-profit character of the Bank of 
Issue. 


Capital. 


The Bank of Italy was founded in August 1893 
when the Banca Nazionale del Regno, the Banc 
Nazionale Toscana, and the Banca Toscana di Cre- 
dito amalgamated. Its original capital was the same 
as that it now holds, i.e. 300 million lire in 300,000 
shares of 1,000 lire each. 

Until 1926 the Bank of Italy shared with the two 
Southern Banks, the Banco di Napoli and the Banco 
di Sicilia the privileges of a Bank of Issue. Since 
1926, under the Decree Law of 6th May of that year, 
it has become the sole Bank of Issue. 

Under the Royal Decree-Law of March 12, 1936 
the Bank of Italy became a Public Law Institute. The 
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INTERNATIONAL AID (« INTERIM AID» AND « E.R.P. ») COUNTERPART-FUNDS 


(millions of lire) 


INTERIM-AID 





End of 1948 1949 


CE gc 88 ek ee eS 92,580.0 


101,364.4 
Payments Es. ge in oe oe 28,413.4 


46,555.3 
Counter-Part Lira-Fund ...... 64,166.6 


Special advances of the Bank of Italy to 
the Government - gross 


101, 364.4 
Reimbursements 


59,537-5 


Special advances of the Bank of Italy to 


the Government - net 46,904.6 


Funds available 17,262.0 


End of End of 1949 


Notifications . . ; in 62,604.7 


243,855.7 
Payments incurred i x 3,130.3 


60,947-2 


Counter-Part Lira-Fund 59,474-4 182,908.5 


Special advances of the Bank of Italy to 
the Government - gross . . . . , 62,604.7 


243,855-7 
Reimbursements 


44,066.9 207,501.8 


Special advances of the Bank of Italy to 


the Government - met . . . . . . | 18,537.8 36, 353-9 


Funds available 49.936.6 | 146,554.6 


INTERIM-AID AND 


End of 1948 End of 1949 


Notifications 


155 184.7 345,220.1 
Payments incurred 


31:543-7 107,502.5 


Counter-Part Lira-Fund 123,641.0 237,717-6 


Special advances of the Bank of Italy to 
the Government - gross 


155,184-.7 | oe 
Reimbursements 


89,742-3 267,039.3 


Special advances of the Bank of Italy to 
the Government - net . 


65,442-4 | 78,180 8 | 


| 
Funds available . . . . . . . se | 58,198.6 159,536 8 | 
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Changes 


8,784 4 
18,141.9 


— §,077.7 


7 4,279.8 


Changes 


181,251.0 
57,816.0 


+ 123,434-1 


181,251.0 
163,434-9 


Changes 


190,035-4 
75,958.8 


190,035-4 
177,297-0 
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same Law provided that the capital of the Bank may 
be held exclusively by Savings Banks, Public Law 
Banks, Banks of National Interest, Social Insurance 
and other Insurance Institutes. 

In 1938 the nominal capital was raised from 240 
to 500 million lire and the paid-up capital from 180 
to 300 million. 

At the end of 1949 the Savings Banks held the 
majority of the Bank’s capital (59.3 4) while 25.2% 
was held by Public Law Banks and Banks of National 


Interest, 5% by the Social Insurance Institute and 
10.5 % by other Insurance Institutes. 


Ordinary and extraordinary reserve funds. 


From December 1938 to December 1949 the ordi- 
mary reserve rose from 79.1 to 505.1 million lire, 
During the same period the extraordinary reserve 
fund rose from 36.4 to 413.8 million lire. The reser. 
ves as a whole had thus increased nearly fourfold. 





Contributions to the Understanding 


of Contemporary Economics 


by 


FEDERICO CAFFE’ 


In his recent book (2), prof. G. Det Veccrio has 
observed that the basic theoretical problem now fac- 
ing economists is to do for us what Smirn, Mitt, 
Marsuatt and Parero did in their classical works. 
On his turn, another eminent Italian economist, prof. 
Demarta, has also recently declared to be waiting 
«for the superior intellect capable of drawing from 
the multiplicity of contemporary doctrines, fertilized 
indeed by the ever-changing variety of economic pheno- 
mena but growing ever more unilateral and contra- 
dictory, a formula that can embrace and reconcile 
them all » (3). 

Now, while waiting, a general view of the present 
state of economics, with its unsolved problems and 
tangle of enquiries extending in a variety of directions, 
may be found in the volumes here considered, which 
we owe to the exemplary initiative (and evidently 
ample means) of the American Economic Association. 

It is not the purposes — explicit or implicit — of 
this collection to pave the way for the « superior intel- 
lect » capable of making the desired synthesis. Indeed, 
in one of the volumes we are reviewing, the idea is 
expressed that « the subject matter of economics has 
become so vast and its techniques so specialized and 
difficult, that the day of exhaustive treatise by a single 
Jovian figure, such as Mrxt, MarsHatt or Picou may 
have passed» (4). If so, then such compendia as 
those edited by Extis would be suited to our day, 
«less personal, less literary, and less unified, perhaps; 
but — it is to be hoped — less intuitive, less prescinded, 
and no less inspiring » (5). 

Whatever one may think on this important subject, 
there can be little doubt of the utility of the works 


(1) A review article on: 
Readings in Business Cycle Theory, Blakiston Co., Phi- 
ladelphia, 1945, pp. 4943 
Readings in the Theory of Income Distibution, Blakiston 
Co., Philadelphia, 1946, pp. 717; 
4 Survey of Contemporary Economics, edited by Edward 
S. Ellis, Blakiston Co., Philadelphia, 1949, PP. 490. 
(2) G. Det Veccnio, La sintesi economica e la teoria del 
reddito, Cedam, Padova, 1950. 


_ @)G. DeMaria, « Giornale degli Economisti », novembre- 
dicembre 1949. 


(4) Survey, cit., p. VIII. 
(5) Survey, cit., p. VII, 


in question as useful tools. The collection of Readings 
makes available a selection of « the most useful arti- 
cles and essays that have appeared — roughly speak- 
ing in the period between the two world wars — in 
the various fields of economic analysis and policy ». 
This selection though chiefly made from works writ- 
ten in English (as it is also the extensive bibliographical 
note that accompanies each volume) complies never- 
theless with the intention of lessening « the intellec- 
tual provincialism of specialists which threatens them 
with having nothing in common, not even on educa- 
tion» (6). In the Survey edited by Exxts, the same 
purpose is expressed even more explicitly by drawing 
attention to the possible drawbacks of excessive specia- 
lisation which prevents the research worker from look- 
ing «beyond the regression coefficients, propensities, 
balances of accounts, and equilibria of forces within 
his own laboratory to the whole arena of economic 
life » (7). 

For this purpose, the Readings reprints the most 
significant articles in the various branches of the 
science published during the past twenty years; while 
the Survey brings together a collection of essays on 
the evolution of economic thought in the several bran- 
ches covering roughly the same period. These papers 
may be said to be «compensatory » essays, because 
the original draft of each of them has been revised 
by two critics as to make sure that the survey of the 
evolution of the science in the fields considered and 
the opinions expressed on its substantial significance 
is as well-balanced and impartial as possible. 

Evidently, works of this kind lend themselves to 
criticism of details. Within the boundaries of the 
subject matter dealt with in the Readings, each of us 
might regret the absence of an article we should have 
liked to see included, as particularly useful or repre- 
sentative. Thus the writer of this review thinks it 
would have been advisable to insert in the chapter 
of the volume on business cycles dealing with 
« savings, investments, and national income» Bre- 
SCIANI-TuRRONI’s, essay on « The Theory of Saving », 
published in 1936 in « Economica », as representative 


(6) Readings in the Theory of Income Distribution, cit., 
preface. 


(7) Survey, cit., preface, 
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of the traditional line of thought on the Continent 
of Europe. Incidentally, in its case the difficulty aris- 
ing from the language in which it was written did 
not exist. 

On the other hand, the « team » criterion followed 
in editing the writings collected in the Survey also 
seems open to criticism, as the collaboration between 
the Author and his two critics has frequently led to 
estimations which are in the nature of a compromise, 
in cases where a more definite judgment, even if 
open to dispute, would perhaps have been more enlight- 
ening. 

But the fact that such observations may be justified 
would not make them less invidious when we consider 
the heavy task the American Association has un- 
dertaken, and the substantial value of the instrument 
that its effort has placed at the service of students. 
We must moreover add to the list of the indirect 
merits of the volumes under consideration that of 
having led to the publication of really remarkable 
studies by economists who have been induced, when 
reviewing the books, to formulate penetrating consi- 
derations on the evolution of economics in the years 
nearest to us. 


Indeed, the contents of the volumes lead them- 
selves to reconsideration and retrospective analysis. 
The collection of writings on economic cycles — in- 
clusive of studies on the problems of the methodology 
of the cycle; on those relating to the relations between 
savings, investments, and income; on the multiplier, 
acceleration principle and government spending; on 
the monetary theories of the cycle; on those of under- 
consumption and economic maturity; on the cycles 
of some special commodities — embraces a field of 
enquiry which has been the subject of intensive re- 
search during the period under consideration. The 
writings forming part of the collection dealing with 
the theory of the distribution of income, seem, on 
the other hand, to be closely connected with the 
problems of the cycle, no treatment of which could 
be considered exhaustive unless reference be made 
to the enquiries on the concept of income and distri- 
bution, on the production and marginal productivity, 
on the groups among which the social product is 
split up — wages, interest, profit, rent — all subjects 
dealt with in the essays reprinted in the second of 
the volumes mentioned above. 

Lastly, the Survey edited by Exzis includes a 
wide range of subjects dealing with economic theory 
and policy: value and distribution, employment theory, 
business cycles, monopoly and the concentration of 
economic power, price and production policies, fiscal 
policy and the budget, international trade theories, 
economics of labor, development and use of national 
income, monetary theory, dynamic process analysis, 
econometrics, socialist economics, the prospects for 
capitalism, This explains the desire of some of the 
reviewers to try to make a general estimate of the 
contribution made to the upbuilding of the scientific 
edifice by those many lines of approach from which 
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the enquiry into economic phenomena, as they present 
themselves to our contemporary world, can be made, 

J. MarscHak, in reviewing several years ago the 
volume on cycles (8), called special attention to the 
anxiety about problems relating to policy prevailing 
in the more recent theoretical developments, apart 
from the formal methods followed by the several 
writers ». « Whether macro-or-micro-economics; statics 
or dinamics; purely hypothetical or empirically tested, 
no economic theory — however interesting or true — 
is really useful if it does not help policy ». 

This accounts for the shifting of interest towards 
enquiries based on aggregations, some of which (and 
hence some error) are inevitable, because a theory 
with million variables can be neither verified nor 
applied. Hence the acceptance of the « macro-static 
principle of effective demand» from which certain 
policies are deduced which aim at correcting cyclical 
fluctuations. 

But, in making use of the instrument of effective 
demand, the theories that have made the most ag- 
gressive advance in the period under consideration, i, 
the Keynesian ones, have attributed undue emphasis 
on liquidity preference and speculation thus giving 
the impression that therein lies the basic explanation 
of instability. In reviewing the volume on Business 
Cycles (9), T. Witson raises this point which — while 
it leads him directly to claim greater consideration for 
the « crucial role » (which he deems unjustly obscured 
and neglected) of the Banks in the creation of money 
during an expansion — leads him indirectly to en- 
quire what has been the positive contribution made 
by the Keynesian theories « when one has deciphered 
the new and deplorable terminology », to the analysis 
of fluctuations in income and employment. He comes 
to the conclusion that, even if the theory of liquidity 
preference is not satisfactorily adequate as an attempt 
to explain the arbitrage movements of fund between 
different parts of the capital market, this detracts 
only a little from the importance of the general theory 
of effective demand. « There may still be a good 
deal of ignorance about the transfer of funds within 
the capital market but, largely as a result of Keynesian 
efforts, enough is known about monetary unemploy- 
ment for practical purposes, in particular for the 
formulation of a full employment policy » (10). (Al 
ways supposing, he adds, that one does not prefer to 
split hairs on the marginal defects of the Keynesian 
analysis, without rising from individual observations, 
however acute, to a coherent explanation of the whole 
problem and, above all, without avoiding a new and 
persistent depression arising as the result of the lack 
of adeguate policies). 

Still more general considerations on the develop 
ments of economics in the course of the last few 


(8) J. Marscuak, A Cross Section of Business Cycle Dr. 
scussion,, « American Economic Review », 1945- 

(9) T. Wuson, 4 Reconsideration of the Theory of Effective 
Demand, « Economica », november 1947. 

(10) T, Witson, cit. 
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decades have been formulated by Sticter and Ro- 
sERTSON. The former of these two writers has seve- 
rely criticised the Survey edited by Exuis in a rather 
heavy controversial article (11), while the latter has 
submitted it to the acid test of his disillusioned saga- 
city (12). 

The criticism of SticLer is undoubtedly full of 
acute observations and vigorous polemical remarks 
(as for instance when he points out that the metho- 
dology of SAMUELSON may be suited to write a mathe- 
matical essay but is certainly not suited to write an 
essay on economics), but it suffers from its deliberately 
destructive tone. As often happens when this attitude 
js uncontrolled, it is detrimental not only to the 
fairness of SticLer’s appreciations, but also to the 
soundness of some of the observations on which he 
bases his criticism. Thus he criticises severely the 
importance given in the Survey to question of mono- 
poly and the concentration of economic power, with 
special reference to its weight for American economy. 

« Monopoly — he remarks — is not a branch of 
economics; its relationship to industrial organization 
is similar to thet of runaway inflation to monetary 
theory. Most (but not all) of non-monopoly area of 
industrial organization has been neglected by econo- 
mists generally, and monopoly is important ». 

One may or may not agree with this remark, but 
in either case it is not consistent with the criticism made 
by the same writer to the Compilers of the Survey 
for failing to take into account the prospects, recently 
opened to science, by the proposition that is at the 
basis of Von NEuMANN and Morcensrern’s, « Theory 
of Games». The chapter of the Survey dealing with 
the evolution of the theory of value certainly should 
have taken these developments into account. It is 
however certain — for it is MorcEnsTern himself 
who mentions it (13) — that the object and special 
utility of this new trend are to be sought in the 
importance acquired by monopoly (oligopoly) in con- 
temporary economic life, and the consequent need of 
taking into account the problems of strategy that 
operators have to face under such conditions. The- 
refore if we request Stricter to be consistent with 
himself, the request should not be considered as 
disrespectful. 

A like lack of consistency may be noted between 
Sricter’s well-grounded remark that « the notion of 
a wholly adequate theory is perhaps the supreme 
abstraction in scientific thought » and his dissatisfac- 
tion at the lack of completeness of information that 
he points to in the Survey. Such completeness may 
pethaps be considered as the supreme abstraction of 
a critic inclined to compare the works he examines to 
models of absolute perfection, instead of endeavouring 


(11) G.J. Sricter, A Survey of Contemporary Economics, 
«The Journal of political economy », 1949. 

(12) D.H. Roserrson, A Revolutionist’s Handbook, « The 
Quarterly Journal of economics », 1950. 


(13) O. Morcensrern, Economics and the Theory of Ga- 
mes, Kyklos, 1949. 
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to show the contribution they have made, in spite 
of possible lacunes and imperfections. 

To sum up, our Author is dissatisfied with the 
Survey because — as a review of contemporary eco- 
nomic thought — it inevitably reflects the tendency 
that prevails in the last few decades to give importance 
above all to short-term problems. He disputes the 
value of this attitude, indulges in the tendency now 
in fashion of laughing at the celebrated phrase that 
reminds us that in the long run we are all dead and 
he makes this attitude responsible for the weakness 
and unsubstantial character that, in his opinion, pre- 
sent-day economic science offers. 

« Because our views have been guided by causal 
observation, ours has become a flabby science. A 
single contrary investigation causes consternation, for 
the whole edifice may tumble — indeed, it will 
tumble if a few sufficiently prominent economists 
capitulate. This would be impossible if economics 
had been accumulating carefully tested regularities of 
economic behaviour; then we could be sure that most 
of what we knew would continue to be true, no 
matter how breath-takingly original the ideas ad 
vanced in the next numbers of. the journals, ne 
matter how disconcerting the replies of several dozen 
entrepreneurs to a questionnaire ». 

We are thus led to one of those points that seem 
to mark the extreme limit to the possibility of bridg- 
ing over the differences between different conceptions. 
Anyone who is convinced that the appeal to the 
« long run » is a « misleading guide to current affairs » 
cannot but confirm not the brilliant remark of Keynes, 
that has been all too frequently quoted, but a deeped 
thought of his and one less often referred to: 

« Economists set themselves too easy, too useless 
a task if in tempestuous season they can only tell 
us that when the storm is long past the ocean is flat 
again » (14). 

It seems unlikely that a large number of our con- 
temporary economists would be willing to renounce 
the consciousness they have acquired of the nature of 
the most imperative of the tasks assigned them. It 
seems also no less difficult to believe that they will 
give up seeking for frequent empirical confirmation 
of the soundness of the notions they have acquired 
(even by sending out questionnaires to « some dozen 
entrepreneurs », whose replies — though they may 
be disconcerting in relation to certain basic assump- 
tions of the theoretical analysis — will be evidently 
disregarded by those who are convinced that facts 
must be adjusted to suit fixed theories, and not 
vice-versa). 


The fundamentally pessimistic attitude of Ro- 
BERTSON towards the evolution of economic theory 
during the period dealt with by the Survey, cannot 
be disguised by the inexhaustible brilliancy of his 
style which is such that one would like to reprint 


(14) JM. Keynes, A Tract on Monetary Reform, Mac- 
millan, London, 1923, p. 80. 
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the whole article. He enumerates and appraises the 
« revolutions » in economic thought that have occurred 
during the said period, « revolutions » which, in his 
opinion, now compel the « general purposes » teacher 
of economics to live in fear of waking up every six 
months to learn that his subject «has undergone 
another revolution and that everything he has learnt 
is once more in the melting-pot ». 

First in order, came the revolution led by Hicks 
and Auten, which attacked the very bases of the 
science as regards the ultimate essence of the notion 
of value, and the possibility of laying down rules 
of an objective and therefore scientific character on 
the means for promoting the economic welfare of a 
community. Rosrrtson expresses the opinion that 
« though a great deal of high-grade intellectual power 
has been expended in this field in the last fifteen 
years, nothing really very important has happened. 
We are still left with the conclusions that where the 
distribution of income is not at stake, arguments 
based on consumer’s surplus are valid and important 
(though by no means final); and that as regards 
distribution (i), the immediate effect of a change in 
the direction of equality is probably favorable to 
economic welfare; but (ii) this result must be corrected, 
as best we can, by estimates, which are extremely 
difficult to form, of the probable reaction on the 
supply of the several factors of production; while (iii) 
even when this is done, there remain arguments of a 
less economic character on both sides of the question 


of inequality of which ”our ethical instincts and 


our commonsense... as ultimate arbiters” :ust take 
account. But we knew all that fifty years ago ». 

The Author is led to express a similar opinion on 
the revolution promoted by CHAMBERLIN and Rosinson, 
and the long sequel of subtle disquisitions to which 
they gave rise about market structure and the behaviour 
of market operators. While, substantially, all that 
has been done in that field was already « implicit 
in MarsHatt », the path followed since then has been 
in the direction of technical refinements which, 
without making any real addition to the common 
fund of knowledge, have only led to complications 
and confusion. From the pedagogic standpoint 
« Geometry ascended the throne left vacant by phi- 
losophy and commonsense; and ingenuous youths and 
maidens, beguiled into the belief that here at least 
was a true picture of the real world, spent the best 
moments of their young lives in memorizing (gene- 
rally wrong) endless fantastic patterns of tangencies 
and intersections ». (It may be — he adds — that in 
all sciences the Moloch of intellectual progress de- 
mands the sacrifice of such innocent victims — they 
also serve who waste their time). 

From the standpoint of policy, the path has led 
— from the first reactions which held it to be essential 
to take measures for the repression of oligopolistic 
trends and the tendency to restrict competition, re- 
vealed by the above enquiries — to directions which 
are neither clear nor incontestable, It is now gene- 


rally agreed that the important thing for the society 
is not the attainment of an ideal equilibrium resulting 
from competition, which would prove self-destructive, 
but the maintenance of a vigorous competitive process 
(Hayek). But, while this notion seems quite simular 
to that of « workable competition » brought forward 
by J. M. Crank, we may question whether we are 
willing to accept without perplexity the idea of «an 
orderly competition which will assure a fair return 
on capital », an idea which seems to be at the basis 
of the thought of the last mentioned Author. « Per- 
haps the answer depends on time and place. Perhaps 
the consumers of the United States can now afford 
to pay a good deal of ransom to insure the stability 
of her free enterprise system — a stability which has 
become of outstanding importance to us all. Poorer 
nations, under pressure to earn their overseas bread, 
may be called upon to face the risks of instability 
involved in taking a tougher line with the spirit 
of ” live and let live” ». 

When dealing with «the most thunderous revo- 
lution of all», the Keynesian, Roserrson seems more 
inclined to suggest means for leading it back to the 
path of scientific respectability than to encourage at- 
tempts at orthodox revivals. LEvidentely, here again 
it would be possible to return to Marswat and 
show the evolutionary rather than the revolutionary 
lines of the successive developments of the monetary 
theory. And it would also be possible to have 
recourse to non-Keynesian formal systems, as for 
instance to the «looser and more dynamic formula 
tion » suggested by Rosertson himself (in « Essays 
in Monetary Theory»). But now the « particular 
formalization of the forces at work invented by 
Keynes » is so large a part of the mental baggage of 
the younger economists (as is shown by at least three 
quarters of the writings brought together in the 
« Survey ») that it must be accepted as the basis for 
further work. Let us then study — our Writer goes 
on to say — how to make the Keynesian system 
dynamic, linking up the notion of fluctuation with 
that of development; let us make a critical examination 
of some of the instruments of the Keynesian analysis 
(income-consumption function, liquidity preference), 
bearing in mind recent experiences; let us link up 
the objectives of price and wage stability with that 
of full employment, bridging a notable gap in the 
literature on this subject. 


The Authors we have so far mentioned in 
reviewing the volumes under consideration, have not 
failed to call attention to the vast store of knowledge 
one should possess to be able to appraise adequately 
the contemporary developments of economics in view 
of the degree of specialisation now attained in it 
several branches. Some of them have therefore availed 
themselves of the volumes in question for the sole 
purpose of reconstructing the evolution of a certail 
line of thought; others have intentionally neglected 
some branches and examined only those nearest to the 
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field of study they have most carefully cultivated. 
The undersigned has had to devote himself to the 
restricted task of recalling the views of students much 
better qualified than himself, so as to place before 
the reader a reliable estimate of the volumes to which 
attention is here called, rather than to give a mere 
dry list of their contents. This does not, however, 
imply unconditional acceptance of the ideas that have 
been set forth with scrupulous impartiality; nor, 
above all, does it imply acceptance of the substantially 
pessimistic appraisement of the current trends of eco- 
nomic science, and of the view that « we knew all 
that fifty years ago », which seems to be the thought 
of some of the writers mentioned. 

Were this remark well founded, and were it true 
that « in the fields of intellectual endeavour no harvest 
is final, all fruit is perishable and only as good as 
the new seed it might contain » (LeontieF), then we 
should be led to the conclusion that the fruits already 
ripe «fifty years ago» contained very few fertile 
seeds, But, as a matter of fact, the intensity and the 
multiplicity of the research work documented by the 
Survey does not seem to justify so sceptical a con- 
clusion. Even if the season of ripened fruits is still 
far off, the encouraging feature of the present state 
of economics seems to be found above all in the work 
going on to secure them and in the coordination now 
being sought between theoretical analysis and empi- 
rical research. This trend (repeatedly confirmed in 
the several essays contained in the Survey notwith- 
standing the variety of writers and subjects) would 
seem to be bringing us nearer to the day that Burns 


in an article written not so long ago (15), said he 
was expecting: 

« The day when economists will not rest content 
until they have at least specified the observable con- 
dition that would contradict their theories, when the 
conformity of a theory to facts is respected no less 
than its logical consistency, and when carefully formu- 
lated theories are tested promptly and thoroughly in 
a score of research centers ». 

Progress towards these objective points, which 
calls for a vast and coordinated recourse to the collec- 
tive work of groups of students, is fully set forth in 
the Survey and it has therefore made an appreciable 
contribution to the understanding of the lines along 
which contemporary economics is developing. It is, 
of course, understood that the goals already reached 
and those in sight could be yet more efficiently indi- 
cated by a «superior intellect» which would have 
the possibility of rising to a height from which all 
the land around could be surveyed rather than a 
single valley; without however failing to take into 
account that it is only possible to rise to such heights, 
as ScuumpeTeR has warned us, if we recognize the 
right to exist of the various schools of thought — wi- 
thout advancing ortodox preconceptions and regard- 
less of the possible results on the side of policy — and 
if we are able to feel emotional affinity to the ideas 
expressed by each of them (16). 


(15) A. F. Burns, Keynesian Economics Once Again, « The 
Review of Economic Statistics », 1947. 


(16) W. Leontier, J. A. Schumpeter, « Econometrica» , 1950, 
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ITALIAN BUDGET SUMMARY - ASSESMENTS AND OBLIGATIONS (a) 


(milliards of lire) 





Current revenue and expenditure ~ | Movement of capital |. ___—*Totatl 
Rvenue (b) | % of 
. , <9 ome ,. 4 Defi- ear | Reve- | Surpias Reve- po revenue 
Financial year pendi- | do. | from | pendi- pe (+) or} pendi- | ine i to 
ira- | Total cit ture | | deficit | ture | mh 
Fund (b) | —-) | &) (b) pend- 


iture 





beginning rst July 


9 i g= | 9= | r0= “az= | m= 


a= | 5s= | 
| =7-6 | =1+6)=4+ 7 =9-10 = 10/9 


=2+3 =I-4 
1946-47: 
Original estimates . . . . 
Changes during the financial | | 
kk eee E + 204/— 387|+ 293\+ 332|/+ 38)+ 884+ 535-- 249 — 


At the end of financial year . 932) | — §80 303) 335) > 32 1,235] 687 — 548 55.6 
1947-48: | 

Original estimates — 

Changes during the financial 
year (Cc). . « © © © - |+ FIFA, + 225)+ $6) + 281)- 2 _ 235}+ roO!—- 13$/+ 952 — = 


| 


| 
148|\— 193 ‘ d~ 6 351) I§2— 199 43.3 





832) — 521) 311 90 a i 2 922 613 — 309 66.3 


At the end of financial year 1,549, 746 56| 802 325 — 133] 1,874| 880 51.5 
_ 1948-49: | | 
Original estimates . . . . | 1,252) 8021} — | 802! 62| 1,334! 513, 61.5 
Changes during the financial | 
year (©). « « «= © « « [+ S9Zi+ BOTs zg : 204) - ? 7+ 287) + aay) + 6, — 


| 


At the end of financial year | 1,523! 992 13, 1,005] 98 '— 5§5| 1,621) 1,048— 573 70.9 
1949-50: | 

Original estimates . .. . 

Changes during the financial 
year (c) (4) . . . « - [+ r20;+ 67, + 42+ 109) II 9+ 134|+ I14— 20 — 

At the end of financial year (d) 1,517| 1,169} 163 1,332\— 185 42) 1,664! 1,437,— 227) 85.5 
or fc ee Hi 

Original estimates . .. . 1,397| 1,t27 100 1,227) 170 6| 1,462) 1,286— 176 87.9 

| | . | | l | / 





a 1,102, 121 1,223) 33) 1,530, 1,323-- 207 85.9 























(a) For back figures see this Review, n. 10, July-September 1949, Statistical Appendix, Table A, p, 179; (b) Recurrent and 
non-recurrent; (c) Changes are due, for the most part, to new receipts and expenditure resolved upon during the year; in case of 
revenue, also to the difference between original estimates and actual receipts; (d) On the basis of the situation at April 30, 1059. 


Source: Conto Riassuntivo del Tesoro. 


ITALIAN BUDGET SUMMARY - CASH MOVEMENT (a) 


(milliards of lire) 








Expend’ | 
ture | 
pledged | 
but nor | 
incurred 


© 


assessed 


| Receipts (b) Revenue | Payments (d) 
|- - | 








a “| but not l 


On year | collected | On year | 
arrears total 
| account account 


| (°) —_—— 
I 2 | 4 | 5 | 6 9: 5 +6 8 | 9=7-3 


Financial year 


| 


| 
| 
| 
— 
| 





arrears | total 
| 


1945-46 230.5 | 3.8 234.3 | (+ 10) | 400.5 49.3 | 449.8 | 153 — 215.5 
1946-47 658.3; 9.5 | 667.8 29 | 715.9 | 157.6 873.5 | 519 — 205.7 
1947-48 | 802.3 20.6 | 821.9 106 | 1,015.9 | 311.5 | 1,327.4 | 743 505.5 
1948-49 | 979.6| 40.6 | 1,020,2 39 1,034.5 | 405.7 | 1,440.2 | 450 | — 420.0 
1949-50 (¢) | 1,261.4| 91-3 | 13,2527 | 182 922.1 | 381-3 | 1,303-4 | 361 1 — go7 








(a) While Thable A shows assessed revenue and pledged expenditure (the so-called bilancio di competenza), this table indicates 
receipts actually collected and payments actually incurred (the so-called bilancio di cassa); (b) Current revenue (recurrent and = 
recurrent) and movements of capital; (c) Assessed revenuc and pledged expenditure are indicated in Table A of this Statistical 
Appendix, columns g and 10; (d) Current expenditure (recurrent and non-recurrent) and movements of capital; (c) July 1, 1949 
April 30, 1950. 


Source: Conto Riassuntivo del Tesoro. 


(*) See explanatory notes in No, 3, October 1947 (p. 197) and No, 8, January-March 1949 (p. 70). 
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DEPOSITS AND CURRENT ACCOUNTS OF ITALIAN BANKS (a) 
(millions of lire) 


Table C 



























Time and Demand Deposits Current Accounts (b) | % | Total 
End - Sa a a a | of — | 
of the period Amounts | Quarterly | Index | Amounts | Quarterly | Index | - | Amounts | Quarterly Index | 
outstanding changes j|number| outstanding | changes | number aa outstanding changes number} 
eae I 2 3 | 4 5 6 7 8 9 10 










| 













1947 - December | 528,516 | —- 100 )6|)=— 485,373 _ too (| 91.8 1,013,889 100 





1948 - March | 601,800 | + 73,284 | 113.7| 527,708 


+ 


42,335 108.8 | 87-7 1,129,508 + 115,619 I11 






June 651,375 | + 49,575 123.0} 609,763 | + 82,055 125.7, 936 1,261,138 + 131,630 124 
September | 740,492 | + 89,117 | 140.%| 664,620 | + 54,857 | 136.9| 89-7, 1,405,112 + 143,974 | 138 
December 805,497 + 65,005 152.4! 714,781 | + 50,161 147.4 88.7, 1,520,278 + 115,166 149 

1949 - March 845,176 + 39,679 | 160.0 774,422 | + $9,641  159.5/ 91-6 1,619,598 + 99,320 159 
June | 860,859 + 15,683 162.8 811,444 + 37,022 167.2 | 94-2 1,672,303 | + 2,705 164 
September | 949,220 | + 88,361 179.6 856,561 + 45,517 176.§| 90.2, 1,805,781 + 133,878 178.1 
December | 1,015,937 | + 66,717 192.2 932,787 | + 76,226 Iy2.1 91.8 1,948,724 + 142,943 192-2 | 

| | | | j 
1950 - March 1,051,760 + 35,830 199.0 | 947,450 | + 14,660 195.2 | 90-1, 1,999,200 + 50,500 197.1 

















| | | | 








(a) The data refer to 365 banks (commercial and savings banks) which hold about 99 % of the total deposits co!lected by all 
ltalian banks, 
(b) Interbank current accounts are excluded, 


Source: Bollettzno of the Bank of Italy, 

















BANK CREDITS IN ITALY, BY BUSINESS BRANCHES (a) Table D 
_ air | ‘Dee, 31, 1946 Dec, 31, 1947 Dec. 31, 1948 De . 31, 194 7 
: | | IN. 
Business branches | millions | % of | millions | % of | millions | % of | millions | °%, of |(31.XII, 
of lire | total | of lire | total | of lire total of lire | total | *38= 
} | | 100) 





1. Personal (professional, consumer, etc.) .| 33,794 8.52| 54,599 7.44| 69,637 | 6.60 95,200 | 6.90 | 23.0 
2. Public Institutions (Institutions for specia- | | | ; | 


lised ec. activities excluded) - + .!| 22,976 | 5.79] 36,393 4.96 45.975 4-35 59,400 | 4-31) 1.5 
. Banks, exchanges, fin. and ins. Cos, .| 23,850 5-89| 39 969 5.44 57,525 5-45 66,400 4.81] 19.5 


























3 
4. Transport and communications . . ./| 10,255 | 2.58| 21,870 | 2.98 25,399 2.40 31,500 2.28 | 57-5 
5. Electric power, gas, water | 6,260 | 1.57| 11,470 1.56 8,837 | 0.83 7,000 | 060] 21.9 | 
6. Hotels, entertainments . . . . . .| 2,780 | 0©.70| 4,923 | 0.67 8622 | 0.81} 14,700 1.06 | 51-4 | 
7. Building and real estate, public works, | | 
land-reclaimation . . .. . =. « «| 28,217 | 7.24] 50.274 | 6.85 65,159 6.17 85,400 | 6.19} 20.3 
8. Agriculture and agricultural equipment 
and supply trades . . . . . «. «© «| 25.748 | 6.49] 54,666 7.45 88,746 8.41] 111,200 8.11 | 37.8 | 


Industry and wholesale trade in: 


































g. Cereals, foodstuffs, drink . . . . .| 97,902 | 24.79|174,893 | 23.90] 271,804 | 25.85| 328,400 | 23.74| 76.1 
10. Wood and related products . . . . . 8,828 | 2.22| 16,484 | 2.24 22,690 2.15 34,600 2.51 | 67.8 
11. Non-metallic mineral ores . . . . . 8,713, 2.19| 22,668 | 3.09 42,861 | 4.06 65,400 4.74| 71-9 
12. Steel, metal and engineering products .| 40,754 | 12.55| 75,865 | 10.34] 106.455 | 10.09] 143,300 | 10.37| 45.0 
13. Chemical products . . . . . . . .| 23,482 | 3-40] 30,673 | 4.18 35,090 | 3.32 43,100 | 3.12] 73-3 
14. Paper and printing . . . . . . . .| 4,788! 1.20] 9,390 1.27 12,961 | 1.22; 17,500 | 1.26| 49.8 
15. Hides and skins . . . . . . « «j 32,087 | 2.77 | 14,637 1.99 26,495 2.51) 36,400 | 2.64| 632 
16. Textile products and clothing . . . .| 36,168 | 9.12] 74,140 | 10.10] 107,676 | 10,20) 152,400 | 11.05| 68.1 
17. Other trades and industries . . . - .| 3,542 0.89| 7,764 1.05 13,132 1,24 20,600 1.49 | 119.7 
18. Retail trade and miscellaneous services . 17,821 4.49| 32,956 4.49 45,940 4.35 | 65,700 4:76) 55.7 

Total \396,394 |100.— |733,444 |100.— |1,055,004 |100, — |,378,200 100. | 39.3 

Index numbers: 1938=1 _ | | 
11.3 | 20.9 | 30.1 | 39-3 











(a) The data refer to 365 banks (commercial and savings banks) which hold about 99 % of the total deposits collected by 
all Italian banks. For 1938 figures, see this Review, n. 10, July-September 1949, Statistical Appendix, Table F, pag, 181. 


Source: Bollettino of the Bank of Italy. 
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NOTE CIRCULATION, PRICES, WAGES AND SHARE QUOTATIONS IN ITALY 
(Index, 1938=100) 


Table E 





Note Circulation (a) 
Amount (b)| 
(milliards | 
of lire) 
389.8 
795.0 
979.9 
900.6 








Wholesale prices () | | 
a Cost of | Wage rates} Share 
Living jin industry, quotations 


(°) (<) (b) 


2,764 | 1 
4,929 
4,917 
4,980 
4,990 
4,886 
4,753 
4,735 
4,747 
4,682 
4752 
4,760 


Fine gold 


Price of | 
one gram | 
| dire) () 
823 
827 
995 
1,055 
1,035 
1,095 
957 
942 
903 
872 
829 
791 
775 


(a) End of year or month. Includes: Bank of Italy notes, Treasury notes, and A-M-lire; (b) Bollettino of the Bank of 
Italy; (c) Bollettino Mensile and Bollettino dei Prezzi issued by the Central Institute of Statistics; (d) Business Statistics Centre of 
Florence. 


Year or month All com- | 1 
Index | modities | ae 


Foodstuffs | 





1,732 ee | 
3,537 5,526 | 
4,316 5,696 
4,000 5,557 
4,024 5,219 
4,283 4,910 
4,700 4,747 
4,456 4,732 
4,379 4,759 
4.368 45732 
4,402 4693 
4374 4,688 
4,419 o « 


1945 December . 
1947 December 
1948 December 
1949 March 
June 905.4 
September : 964.0 
December . . | 1,058.2 
| 1950 January 1,002.8 
H February . 985.3 
March 982.9 
April 990.4 
May 984.1 
June 994.2 


3,165 
3,180 
3,827 
4,057 
3,981 
4,211 
3,680 
3,623 
3,473 
3,354 
3,188 
3,042 
2,981 


| 1,206 


1,416,9 
1,742.9 
1,526.3 
1,511.8 
1,511.3 
1,576.4 
1.557.0 
1,480 5 
1,525.6 
1,4707 


5,105 
5.4/5 
5,424 
5.426 
5,455 
5,791 
5,793 | 
5,799 | 
5,800 | 
5,804 | 

| 


6,196 
5,969 
5,686 
5,416 
5,020 
4,954 
5,001 
5,101 
5,081 
5,074 
| 5.115 


| | 
*-. 














5,809 








PRICES AND YIELDS OF ITALIAN SECURITIES BY MAIN CATEGORIES 
(annual or monthly averages) 


Table F 


Government Securities 











Treasury Share Securities 
Bills 


| Yield 


Consolidated | Reedemable 
Yield | Price 

(index j|(per cent) (index (per cent’ (index 
number | per an- | number | per an- | number 
*38 = 100) num) | °38=100) | num) | °38=100) 
| §.40 | §.37 
5.13 4.78 
5.72 5.59 
5.43 6.60 
5.10 5.89 

5.11 5.81 97.4 
5.05 5.77 | 99.2 
5.04 5.80 | 113.3 
5.14 5.97 101.5 
March 104.9 5-15 6 08 90.4 
April 104.0 5-19 | 6.11 QI-4 
May 104-4 | 5.17 | 6.05 98.1 


Bank of Italy, 


Average 


Yield 


Year or month 


Price | Yield | 
(per cent (index (per cent; (index 
per an-| number | per an- | number 
_ pum) |_*38=100) | num) | '38=100) 
5.07 5.33 | 
5-55 | 5.43 
6.88 | 6.16 | 
5.93 6.22 
5.59 5.68 
5.43 5.63 
5-33 5-55 
4.67 5.36 
§.21 5.63 
5.85 5.89 
5-79 5.91 
5-39 5-86 


Price Price Price Yield 


(per cent 
per an- 








100.0 
112.1 
98.1 
85.8 
96.1 
97-4 
98.1 
97.6 
94.8 
93-1 
92.6 
93-6 


100.0 
91.3 
73-7 
89.2 
94.6 


roo 
98.2 
86.5 
87.6 
96.0 
96.8 
98.2 
101.7 
96.8 
92-5 
g2-2 
93-0 


100 

781.7 
2,235.8 
1,319.5 
1,517.7 
1,398.9 
1,511.3 
1,576.4 
1.557.0 
1,480.5 
1,5§25-6 
1,470.7 


100.0 
105.3 

94.4 

99.4 
105.9 
105.7 
106.9 
107.1 
105.1 


1938 
1946 | 
1947 
1948 
1949 
June 
December 
1950 January 
February 








Source: Bollettino of the 


WHOLESALE PRICES BY GROUPS OF 
(Index, 1938= 100) 


COMMODITIES Toble G 











| Foodstuffs | 


Raw | 
Hides, 
materials,| 


Chemical 
Skins 


raw 


Fuels 
and 


| Bricks, 


dities 


1947 June 
December 
| 1948 June 
December 
! 1949 March 
| June 
September 
December 
g50 January 
February 
March 
April 
May 





| I 
| 
| 


: 
| A aa 
| 
| 


ne Vege- 
| 


~| Textiles 


| Animal 


9,085 
8,035 
7,085 
7,678 
6,968 
6,469 
6,158 
6.054 
6,157 
6,363 
6,379 
6,275 
5,967 


Source: Bollettino Mensile di Statistica. 


and 


materials 


Paper 


and engi-| lubri- 
neering | ficants 

| products 
5,006 | 

6,296 | 
5,851 
5,712 
5.647 
5.373 
5,258 
5,165 
5,060 
4,979 
4,770 
4,804 
4,720 | 


| metal 


3,627 


and 
products 
5,565 
5,815 
5.810 
5,814 
5.835 
5,659 
5,400 
5,314 
5,304 
5.415 
5,375 
5.219 
5,208 


goods | 


| 9105S | 7.74% 
7:894 | 6.546 
| 5,560 | 5,893 
| 55364 | 5-571 
4,981 5,683 
4,650 | 5,660 
4,516 5,654 
4,502 | 5,664 
| 4,390 5,664 
4,374 5,708 
| 4,374 5,721 
4,347 | 5 662 
| 4,320 | 5,643 


Lime 
| and 
| Cement 


6.060 
6,309 
6,174 
5.988 
5,977 
6,082 
6,135 
6,239 
6,205 
6,193 
6,16> 
6,131 
6,063 








Statistical Appendix 


WAGES AND SALARIES IN ITALY 
(gross retributions - inclusive of family allowances) 


Table H 
(Index, pow 








. 1948 1949 1950 
Categories pamennainee = a Se “— 


June | Dee. | june (c) | Dec. January | Feb. March April 


| —— jj | 
Industry : | 











Specialised workers . . . . . . 4,272 | | 4,590 | 4,915 | 4,918 | 4,918 | 4,923 
Skilled workers. 4,922 | 5.252 | 5,573 | 5,58r | 5,582 | 5,585 | 
Ordinary workers and semi- ‘skilled labourers 5,331 5,662 | 5,980 | 5,988 | 5,991 | 5,994 


is «+ « « «+ *¢ + + w 5,802 6,164 | 6,484 | 6.493 | 6,495 | 6,498 | 
General index of Industry . . . . 5.135 i ¢, 5.471 | 55793 1793 | 5,800 | 5,804 
O&O nn a ee | 5:679 | 5,685 | 5,675 5,675 | 5,681 


Government Civil Employees: 








Gee eheeS@. . . .*s & 2,491 2,85r | 2,851 | 2,851 | 2,851 | 2,851 | 3,327 
Group C (b). « » « - + + + | 8,550 3,947 | 3,947 | 3.947 3,947 | 3,947 | 4,086 | 
Subordinate staff. . . 1 + «| G26 | 4.679 | 4,679 | 4,679 | 4,679 | 4,679 | 4,774 





General Index of Government Civil Employees | 3,152 " 3-533 | 3-533 | 3.533 | 3-533 | 3.533 | 3.838 


(a) Administrative and executive grade; (b) Clerical grade; (c) The net remunerations have been reduced since April 
as a consequence of the special deduction made for financing the « Fanfani Plan » for housing reconstruction (Act 
28-2-1949); (d) From April 11, 1950. 


Source: Bollettino Mensile di Statistica. 





NATIONAL INDEX OF LIVING COST Table | 


_ (1938100) _ 





Year or month All Items | Foodstuffs Clothing | Heating and Housing Miscellaneous 
| lighting 


1947 - December 4,929 6,196 6866 | 2,393 | 269 4,359 
1948 - June 4,835 6,111 5,993 2,354 363 4,317 
» December 4,917 6,149 5,810 | 3,069 399 4,387 
1949 - March 4,980 6,194 5,984 3,058 520 4,500 
» June 4,990 6,192 6,019 3,185 532 4,489 
» September 4,886 6,004 5,943 3,436 562 4,426 
» December 4,753 5,719 5,845 3,464 574 | 4,502 
1950 - January 4,735 5,760 5,755 3,472 575 4,502 
February 4,747 | 5,778 5,715 3,473 524 4,747 
March | 4,682 5,658 5,650 3,429 595 - 4,586 

April 4,752 5,770 5,628 3.432 595 4,586 

May 4,760 5,789 5,592 3,427 595 4,590 





Source: Bollettino Mensile di Statistica. 





UNEMPLOYMENT IN ITALY BY CLASSES @) Table u 





| Employed F Young saath 

| persons and Housewives | under 21 or ex-| Unemployed 
pensioners secking servicemen formerly : 2 

seeking other first job seeking employed absolute Index | of which 
jobs first job figures numbers} women 





1948 - October 77,781 193,810 306,171 1,175,425 1,752,187 609,205 


87,386 211,671 363,785 1,498,429 2,161,271 x 679,502 


oe 
| 92,973 205,261 395,821 1,440,338 2,133.493 : 656,596 
» June j 83,637 180,406 353,287 1,198,438 1,815,768 . 600,483 
» September | 79,107 159,319 344,801 1,139,348 1,722,575 ‘ 561,871 
» December 88,833 173,910 405,268 1,387,595 2,055,606 -3 | 630,200 

} 

| 

' 


q 
| End of period 
q 
} 


» December 


1949 March 


1950 - January 
» February 
» March 
» April 


May 


94,244 175,677 418,718 | 1,420,591 2,109,230 20. 621,155 
94,386 172,418 | 429,796 1,355,501 2,052,101 -I | 613,193 
94,472 172,154 435,383 1,263,570 1,966,234 : 608,741 
95,647 170,367 


90,987 164,831 


(a) See Explanatory Notes in n. 8 of this Review (pag. 71, « Unemployment »). 
Source: Ministry of Labour, 


434,810 1,255,437 1,956,261 | .4 | 615,852 | 
419,014 1,162,594 1,837,426 | 607,172 | 
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ITALIAN INDUSTRIAL PRODUCTION INDEX (a) 


(unadjusted - monthy averages, 1938 = 100) 











Manufactures 


| | Petro- | Electric 
| 


Non 


General 7 | 
Year or month Mining 
Index Che- | leum | Metal- Power 
Total |Textiles|Lumber} Paper [Rubber : and coal | metallic} | 
| | | micals pro | ores | urgy 
t e | 
| ducts 





1947 - Average 92 | 67 go gf | 82 go 
March 88 | 65 66 | 87 50 | 75 
June | 98 77 74; 96 94 | 9: 
September 74 78 | 107 | 104 83 
December | 82 52 62 | 100 | 122 








| 1948 - Average i on | §s¢ 74 | 402 | sag 94 
| March 6 58 | 74 95 | 8 118 89 
June | 86 | 60 71 87 127 | 93 
September 98 | 56 88 115 153 | 
December | 94 | 50 } 90 | 117 | | 154 | 98 





| 1949 - Average | 99 | 57 | 86 m5 | 165 109 
| March 94 | ror | 58 80 |; 107 | 167 98 
| June 5 107 | 103 62 g2 | 121 159 120 
September 8 103 104 | 61 89 116 177 113 
December 99 95 | 55 95 | 124 y 175 | 113 





1950 
January 7 98 97 58 96 131 99 171 104 | 97 149 
February 2 12 95 96 50 | 94 | 132 | 94 | 150 | 104 | 93 | 134 
March 3 III 109 64 104 | 140 108 200 138 | 109 | 148 
April 2 2 105 98 62 95 | 119 108 195 | 136 103 147 























(a) These data are to be considered as merely indicative; see also the article of P. Barrapa, Index Numbers of Industrial 
Production and Capitalisation in Italy, this Review, No. g, p. 118 et seq. 


Source: Bollettino Mensile di Statistica. 


{fTALY’S BALANCE OF PAYMENTS, 1948 AND 1949 - CURRENT ITEMS 


(millions of dollars) 








Description 4 « —— | Surplus 
| (+) or 
| deficit (-) 





Eee ee a es ee . 4 | , ,322. 623. — 300.3 


| — 357-6 
— 320.4 
+ 23.9 
— I11.7 
+ 42 
— 123 
— 33 
+ 62.0 


Gonte aud Benees - Tome iw wk lt ll tk lt 333-9 | .o | : 1,327-9 


~ 
© 
wn 


“ 

wm 
oo 
ou 
° 


Foreign Travels . . . ae a ee 5 | “2s . 26.3 
Transports . . . oe ae ee eae ae ee I | 2 | ). 44-9 
Transport ieeusence — pit ea ae 3 | 6 | J 9-4 
Income on Investments abroad rete” ig ee Pe . a . 0.5 
Government Transactions . AS? Gok: & 6 | . , 20.9 
Miscellaneous Items . . . ee ae ee 8 | . ’ 68.3 


| Exports and Imports siasate oe a ee a] 1.377 | 4. 1,067.6 
! 


uw 
ON 
na 


> nu 
c, fei 


wm 
N 


oO 
w 


57:3 
Emigrant Remittances . . . . - +--+ + + « 7 | , 84.9 84.9 
We I ce eH He Ne 3 ' as 27. 27.6 


Unilateral Transfers - Total . 7 | “4 . 84.9 


ly 
ima) 





Source: Report of the Bank of Italy for 1949. 





